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Dear Fellow Stockholders,

It is with great pleasure that I present our Annual Report to Stockholders for 2006.

Among the many highlights of an eventful year, we experienced an 11% overall growth in sales, for a total of $2.3
billion. Online sales continue to expand, jumping 26% over the previous year. Operating income experienced an
increase of 78%, up to $61.9 million, and diluted eamnings per share grew 294% to $1.22,

Sales of Technology Products (computers, computer supplies and consumer electronics) grew by 11%. We attribute these
strong results to the success of the reorganization we did several years ago, the continued implementation of our sound
business model fueled by robust growth in the variety of markets we serve and expansion of our product offerings.

Sales for our Industrial Products unit, which grew 13% for the ycar compared to 2005, was driven primarily by new
Internet customers, competitive advantages due to our worldwide sourcing strategy and aggressive pricing. Industrial
online sales grew 48% for the full year compared to 2005.

Our long-term goal is to closely manage our product pricing to achieve a balance between sales growth, gross margin
and overall profitability. As a result of our strong 2006 financial performance and a strong balance sheet, the Board of
Directors declared, on March 14, 2007, a special dividend of $1.00 per share, which was paid on April 12, 2007 to
shareholders of record on April 2, 2007.

Along with stellar sales growth in North America, we also experienced solid growth in our Furopean units. North
American sales grew 13% for the full year compared to 2005, driven primarily by growth in Internet sales and our
private label products. European sales grew 7% for the full year compared to 2005, also driven primarily by growth in
Internet sales and public sector customers.

Our ProfitCenter Software subsidiary continued the successful development of its applications as a service platform and
secured 22 customer-implementation and hosting contracts during 2006. As a hosted software service, revenues from
both hosting and implementation are recognized over the contractual hosting period and for 2006 were not significant.

The Company’s overall financial condition remains solid, with working capital of $229 million as of year-end, which
included cash and equivalents of $87 million, and over $84 million in available borrowing capacity under its credit
faciliies currently in place.

Our new Chief Financial Officer, Larry Reinhold, and his finance team have been working hard to analyze and
document our controls and business processes. Their mission is to identify and remediate intemal control deficiencies
with the goal of protecting our assets, ensuring complete and accurate public disclosures and complying with the
requirements of the Sarbanes-Oxley Act of 2002.

I appreciate their efforts--and the efforts of all our employees--for helping to continually improve our business. And of
course I wish to thank our shareholders, loyal customers and vendors for your continued confidence in Systemax.
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Sincerely,
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Richard Leeds MAY 2 3 2007
Chairman and Chief Executive Officer THOMSON
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TO RECEIVE ADDITIONAL INFORMATION ON THE COMPANY
PLEASE SEND A WRITTEN REQUEST TO:

INVESTOR RELATIONS

Systemax Inc.

11 Harbor Park Drive

Port Washington, NY 11050

516-608-7000 ext. 7181

Email:_investinfo@systemax.com

Web Site: http://www,systemax.com

TRANSFER AGENT:

American Stock Transfer & Trust Company
59 Maiden Lane

New York, NY 10038

Phone: 212-936-5100

Email: info@amstock.com

Web Site: http://www,amstock.com

SEND CERTIFICATES FOR TRANSFER AND ADDRESS CHANGES TO:
American Stock Transfer & Trust Company

59 Maiden Lane

New York, NY 10038

STOCK EXCHANGE:
The Company’s shares are traded on the
New York Stock Exchange under the symbol SYX.

CORPORATE GOVERNANCE

Copies of the Company’s 2006 Annual Report on Form 10-K, Quarterly Reports on Form 10-Q and
Current Reports on Form 8-K to the Securities and Exchange Commission are available online at
www.syslemax.com or to stockholders without charge upon written request to the Company’s Port
Washington, New York office, Attention: Investor Relations. In addition, on the Company’s website,
www.systemax.com (Corporate Policies and Charters), stockholders can view the Company’s Corporate
Ethics Policy, Audit Committee Charter, Board Nominating Committee Charter and Corporate
Governance Guidelines and Principles.

The Company is required to file as an Exhibit to its Form 10-K for the fiscal year 2006 Certifications under
Section 302 of the Sarbanes-Oxley Act signed by the Chief Executive Officer and Chief Financial Officer.
In addition, the Company will be required to submit to the New York Stock Exchange ("NYSE”) a
certification (an “Annual CEO Certification™) signed by the Chief Executive Officer following the 2007
Annual Meeting certifying that he is not aware of any violation by the company of NYSE corporate
governance listing standards as of the date of the certification. An Annual CEO Certification, dated October
31, 2006, was submitted to the NYSE on such date.

Systemax Inc., a Fortune 1000 company, utilizes an integrated system of branded e-
commerce web sites, direct mail catalogs and relationship marketers to sell personal
computers, computer supplies, consumer electronic products and industrial products in
North America and Europe. It also manufactures and sells personal computers under the
Systemax and Ultra brands.
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Systemax Inc.
11 Harbor Park Drive
Port Washington, New York 11050

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
To Be Held On June 7, 2007

Dear Stockholders:

The 2007 Annual Meeting of the Stockholders of Systemax Inc. (the “Company™) will be held at the offices of the
Company, 11 Harbor Park Drive, Port Washington, New York, on Thursday, June 7, 2007 at 2:00 p.m. for the
following purposes, as more fully described in the accompanying proxy statement:

1. To elect the Company’s Board of Directors.

2. To consider and vote upon a proposal to ratify the appointment of Emst & Young LLP as the
Company's independent registered public accountants.

3. To transact such other business as may properly come before the meeting and any and all
adjournments or postponements thereof.

The Board of Directors has fixed the close of business on April 26, 2007 as the record date for the determination of
the stockholders entitled to notice of and to vote at the meeting and at any adjournment or postponement thereof.

Stockholders are invited to attend the meeting. Whether or not you expect to attend, WE URGE YOU TO SIGN,
DATE AND PROMPTLY RETURN THE ENCLOSED PROXY CARD IN THE ENCLOSED POSTAGE PREPAID
ENVELOQPE. If you attend the meeting, you may vote your shares in person, which will revoke any previously
executed proxy.

If your shares are held of record by a broker, bank or other nominee and you wish to attend the meeting, you must
obtain a ietter from the broker, bank or other nominee confirming your beneficial ownership of the shares and bring it
to the meeting. In order to vote your shares at the meeting, you must obtain from the record holder a proxy issued in
your name.

Regardiess of how many shares you own, your vote is very important. Please SIGN, DATE AND RETURN THE
ENCLOSED PROXY CARD TODAY.

Sincerely,

CURT S. RUSH,
General Counsel and Secretary

Port Washington, New York
May 4, 2007




Systemax Inc.
11 Harbor Park Drive
Port Washington, New York 11050

PROXY STATEMENT

This proxy statement is furnished in connection with the solicitation of proxies on behaif of the Board of Directors of
Systemax Inc., a Delaware corporation (the "Company"), for the 2007 Annual Meeting of Stockholders of the Company to be
held on June 7, 2007. The notice of annual meeting, this proxy statement, the accompanying proxy and the annual report of the
Company for the year ended December 31, 2006 are first being mailed on or about May 4, 2007 to stockholders of record as of
the close of business on April 26, 2007. You can ensure that your shares are voted at the meeting by signing, dating and promptly
returning the enclosed proxy in the envelope provided. Sending in a signed proxy will not affect your right to attend the meeting
and vote in person. You may revoke your proxy at any time before it is voted by notifying the Company’s Transfer Agent,
American Stock Transfer & Trust Company, 59 Maiden Lane, New York, NY 10038, Attention: Proxy Department, in writing, or
by executing a subsequent proxy, which revokes your previously executed proxy. The Company's principal executive offices are
located at 11 Harbor Park Drive, Port Washington, New York 11050.

Voting Procedures

Proxies will be voted as specified by the stockholders. Where specific choices are not indicated, proxies will be voted for
proposals 1 and 2. Under the Delaware General Corporation Law and the Company’s Amended and Restated Certificate of
Incorporation or the Company's By-Laws, (1) the affirmative vote of a plurality of the outstanding shares of Common Stock
entitled to vote and present, in person or by properly executed proxy, at a meeting at which a quorum is present will be required to
elect the nominated Directors (Proposal 1) and (2) the affirmative vote of a majority of the outstanding shares of Common Stock
entitled to vote and present, in person or by properly executed proxy, at a meeting at which a quorum is present will be required to
ratify the appointment of Ernst & Young LLP as the Company’s independent registered public accountants (Proposal 2).

A quorum is representation in person or by proxy at the Annual Meeting of at least a majority of the outstanding shares of
common stock of the Company. Abstentions will be treated as votes cast on particular matters as well as shares present and
represented for purposes of establishing a quorum, with the result that an abstention has the same effect as a negative vote. Where
nominee record holders do not vote on specific issues because they did not receive specific instructions on such issues from the
beneficial owners, such broker non-votes will not be treated as votes cast on a particular matter, and will therefore have no effect
on the vote, but will be treated as shares present or represented for purposes of establishing a quorum.

If shares are held through a broker, nominee, fiduciary or other custodian, you must provide voting instructions to the record
holder in accordance with the record holder’s requirements in order to ensure the shares are properly voted. Under the rules of the
New York Stock Exchange, member brokers who do not receive instructions from beneficial owners will be allowed to vote on
the election of Directors and on the ratification of the independent accountants.

A list of stockholders of the Company satisfying the requirements of Section 219 of the Delaware General Corporation Law
shall be available for inspection for any purpose germane to the meeting during normal business hours at the offices of the
Company at least ten days prior to the Annual Meeting,

On April 26, 2007, there were outstanding and entitled to vote (excluding Company treasury shares) 35,980,976 shares of
common stock of the Company entitled to one vote per share. Stockholders will not be entitled to appraisal rights in connection
with any of the matters to be voted on at the Annual Meeting.




ELECTION OF DIRECTORS
Item 1 on Proxy Card

At the meeting, seven Directors are to be elected to serve until their successors have been elected and qualified. Information
regarding such nominees is set forth below.

The accompanying proxy will be voted for the election of the Board's nominees unless contrary instructions are given. If any
Board nominee is unable to serve, which is not anticipated, the persons named as proxies intend to vote for the other Board
nominees and, unless the Board of Directors reduces the number of nominees, for such other person or persons as the Board of
Directors may designate.

Each of the nominees has served as a director during the fiscal year ended December 31, 2006. If voting by proxy with respect
to the election of Directors, stockholders may vote in favor of all nominees, withhold their votes as to all nominees or withhold
their votes for specific nominees.

Nominees

Richard Leeds, age 47, has served as Chairman and Chief Executive Officer of the Company since April 1995. Mr. Leeds
joined the Company in 1982 and since 1984 has served in various executive capacities. Mr. Leeds graduated from New York
University in 1982 with a B.S, in Finance. Richard Leeds is the brother of Bruce and Robert Leeds.

Bruce Leeds, age 51, has served as Vice Chairman since April 1995. Mr. Leeds served as President of International
Operations from 1990 until March 2005. Mr. Leeds joined the Company after graduating from Tufts University in 1977 with a
B.A. in Economics and since 1982 has served in various executive capacities.

Robert Leeds, age 51, has served as Vice Chairman since April 1995. Mr. Leeds served as President of Domestic Operations
from April 1995 until March 2005. Since 1982 Mr. Leeds has served in various executive capacities with the Company. Mr.
Leeds graduated from Tufts University in 1977 with a B.S. in Computer Applications Engineering and joined the Company in the
same year.

Gilbert Fiorentino, age 47, has served as a Director of the Company since May 25, 2004. Mr. Fiorentino is President and
Chief Executive Officer of Tiger Direct, Inc., 8 company he founded in 1988. Tiger Direct became a wholly owned subsidiary of
the Company in 1996. Mr. Fiorentino graduated in 1981 from the University of Miami with a BS degree in Economics and
graduated in 1984 from the University of Miami Law School. He was an adjunct professor of Business Law at the University of
Miami from 1985 through 1994,

Robert D. Rosenthal, age 58, has served as a Director of the Company since July 1995, He has been the lead independent
director since October 11, 2006. Mr. Rosenthal is Chairman and Chief Executive Officer of First Long Island Investors LLC,
which he co-founded in 1983. Mr. Rosenthal is a 1971 cum laude graduate of Boston University and a 1974 graduate of Hofstra
University Law School.

Stacy S. Dick, age 50, has served as a Director of the Company since November 1995. Mr. Dick became a Managing
Director of Rothschild In¢. in January 2004 and has served as an executive of other entities controlled by Rothschild family
interests since March 2001. Mr. Dick graduated from Harvard University with an AB degrec magna cum laude in 1978 and a
Ph.D. in Business Economics in 1983, He has served as an adjunct professor of finance at the Stern School of Business (NYU)
since 2004.

Ann R. Leven, age 66, has served as a Director of the Company since May 2001. Ms. Leven served as Treasurer and Chief
Fiscal Officer of the National Gallery of Art in Washington D.C. from December 1990 to October 1999. From August 1984 to
December 1990 she was Chief Financial Officer of the Smithsonian Institution. Ms. Leven has been a Director of the Delaware
Investment’s Family of Mutual Funds since September 1989. From December 1999 to May 2003 Ms. Leven was a Director of
Recoton Cotporation. From 1975 to 1993 Ms. Leven taught business strategy and administration at the Columbia University
Graduate School of Business. She received an M.B.A. degree from Harvard University in 1964.

2




THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS A VOTE FOR THE ELECTION OF ALL THE
DIRECTOR NOMINEES, WHICH IS DESIGNATED AS PROPOSAL NO. 1 ON THE ENCLOSED PROXY CARD.

Independence of Directors

In the judgment of the Board of Directors, each of the following Directors of the Company meets the standards for
independence required by the New York Stock Exchange and the Securities Exchange Act of 1934: Robert D. Rosenthal,
Stacy S. Dick and Ann R. Leven. The Board made this determination based on (a) the absence of any of the express
disqualifying criteria relating to director independence set forth in Section 303A of the Corporate Governance Rules of the
New York Stock Exchange and (b) the criteria for independence required of audit committee directors by Section 10A(m}(3)
of Securities Exchange Act of 1934. As a “controlled company,” the Company is exempt from the New York Stock
Exchange requirements (a) that listed companies have a majority of independent directors, and (b) that the members of the
Compensation and Nominating/Corporate Governance Committees of listed companies be composed entirely of independent
directors. A “controlled company” is defined by the New York Stock Exchange as a company of which more than 50% of the
voting power is held by an individual, group or other company. The Company is a “controlled company” in that more than
50% of the voting stock of the Company, in the aggregate, is owned by certain members of the Leeds family (including
Richard Leeds, Robert Leeds and Bruce Leeds, each of whom is an officer and Director of the Company) and certain Leeds’
family trusts (collectively, the “Leeds Group™). The members of the Leeds Group have entered into a Stockholders Agreement
with respect to certain shares of Company stock they each own. See “Transactions With Related Persons™ below.

Meetings of Non-Management Directors

The New York Stock Exchange requires the “non-management directors” of a NYSE-listed company to meet at regularly
scheduled executive sessions without management and to disclose in their annual proxy statements (1) the name of the non-
management director who is chosen to preside at all regularly-scheduled executive sessions of the non-management members
of the board of directors and (2) a method for interested parties to communicate directly with the presiding director or with
the non-management directors as a group.

As all of the non-management members of the Board of Directors (all of whom are independent) constitute the Audit
Committee, such executive sessions were previously held as part of regularly scheduled meetings of the Audit Committee
chaired by the Audit Committee chairman. Pursuant to the terms the Shareholder Suits Settlement, the Company has agreed
that the Board’s independent directors shall meet separately in executive sessions, chaired by the Lead Independent Director,
at least quarterly.

Interested parties wishing to communicate directly with the Lead Independent Director or the non-management members
of the Board of Directors as a group should address their inquires by mail sent to the attention of Robert D. Rosenthal, Lead
Independent Director, at the Company’s principal executive office located at 11 Harbor Park Drive, Port Washington, NY
11050. All communications will be promptly relayed to the appropriate recipient(s). '

Corporate Ethics Policy

The Company has adopted a Corporate Ethics Policy that applies to all employees of the Company including the
Company’s Chief Executive Officer, Chief Financial Officer and Controller, its principal accounting officer. The Corporate
Ethics Policy is designed to deter wrongdoing and to promote honest and ethical conduct, compliance with applicable laws
and regulations, full and accurate disclosure of information requiring public disclosure and the prompt reporting of Policy
violations. The Company’s Corporate Ethics Policy is available on the Company’s website (www systemax.com). A copy can
also be obtained by writing to Systemax Inc., Attention: Board of Directors (Corporate Governance), 11 Harbor Park Drive, Port
Washington, NY 11050.

Stockholder Communications with Directors

Stockholders of the Company who wish to communicate with the Board or any individual Director can write to Systemax
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Inc., Attention: Investor Relations, 11 Harbor Park Drive, Port Washington, NY 11050. Your letter should indicate that you are
a stockholder of the Company, Depending on the subject matter of your inquiry, management will forward the
communication to the Director or Directors to whom it is addressed; attempt to handle the inquiry directly, as might be the
case if you request information about the Company or it is a stockholder related matter; or not forward the communication if it
is primarily commercial in nature or if it relates to an improper or irrelevant topic. At each Board meeting, a member of
management presents a summary of all communications received since the last meeting that were not forwarded and makes
those communications available to any requesting Director.

Director Attendance at Annual Meetings

The Company expects each Director to attend its Annual Stockholders Meeting, unless he or she has a valid excuse such as
iliness or a conflict in schedules. The Company usually schedules a separate Board meeting in conjunction with the Stockholders
meeting, to elect officers and discuss other Company matters. At last year’s Annual Meeting, held on October 11, 2006, two of
the Company’s Directors were unable to attend the meeting. The Company expects all of its Directors to attend this year’s Annual
Meeting.

Board Meetings

During the year 2006 the Board of Directors held two meetings, the Audit Committee held 11 meetings, the Compensation
Committee held five meetings, the Nominating/Corporate Governance Committee held one meeting and the Executive Committee
held no meetings. Al of the Directors attended at least 75% of all of the meetings of the Board and the respective committees of
the Board of which they were members.

Comimittees of the Board
The Board of Directors has the following standing committees:
Audit Committee

The Audit Committee is appointed by the Board of Directors to assist the Board with oversight of (i) the integrity of the
financial statements of the Company, (ii) the Company’s compliance with legal and regulatory requirements, (iii) the
independence and qualifications of the Company’s external auditors, and (iv) the performance of the Company’s internal audit
function and external auditors. It is the Audit Committee’s responsibility to retain or terminate the Company’s independent
registered public accountants, who audit the Company’s financial statements, to prepare the Audit Committee report that the
Securities and Exchange Commission requires to be included in the Company’s Annual Proxy Statement. (See “Report of the
Audit Committee” below.) As part of its activities, the Audit Committee meets with the Company’s independent registered
public accountants at least annually to review the scope and results of the annual audit and quarterly to discuss the review of
the quarterly financial results. In addition, the Audit Committee receives and considers the independent registered public
accountants’ comments and recommendations as to internal controls, accounting staff, management performance and auditing
procedures. The Audit Committee is also responsible for establishing procedures for (i) the receipt, retention and treatment of
complaints received by the Company regarding accounting, internal accounting controls and auditing matters and (ii) the
confidential, anonymous submission by employees of the Company of concerns regarding questionable accounting or auditing
matters.

The Board of Directors adopted an Audit Committee Charter in June 2000 which was revised in February 2003, and again
in August 2006 as required by the terms of a stipulation of settlement dated May 16, 2006 relating to certain shareholder
derivative suits filed in 2005 (the “Shareholder Suits Settlement”). A copy of the Audit Committee Charter is available on the
Company’s website, www.systemax.com, or can be obtained by writing to Systemax Inc., Attention: Board of Directors
(Corporate Governance), 11 Harbor Park Drive, Port Washington, NY 11050.

The members of the Committee are Stacy 5. Dick, Robert D. Rosenthal and Ann R. Leven. Ms. Leven is the current
Chairman of the Committee. All the members of the Audit Committee are non-management directors (i.e. they are neither
officers nor employees of the Company). The Committee meets regularly both with and without management participation. As
noted above, in the judgment of the Board of Directors, each of the members of the Audit Committee meets the standards for
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independence required by the rules of the Securities and Exchange Commission and New York Stock Exchange. In addition,
the Board of Directors has determined that each of the members of the Audit Committee is an “audit committee financial
expert” as defined by regulations of the Securities and Exchange Commission.

Interested parties wishing to communicate directly with the Chairman of the Audit Committee or the Audit Committee as a
group should address their inquires by mail to the attention of Audit Committee at the Company’s principal executive office
located at 11 Harbor Park Drive, Port Washington, NY 11050. All communications will be promptly relayed to the appropriate
recipient(s).

Nominating/Corporate Governance Committee

The Nominating/Corporate Governance Committee’s responsibilities include, among other things (i) identifying individuals
qualified to become Board members and recommending to the Board nominees to stand for election at any meeting of
stockholders, (ii) identifying and recommending nominees to fill any vacancy, however created, in the Board, (iii) developing and
recommending to the Board a code of business conduct and ethics and a set of corporate governance principles (including
director qualification standards, responsibilities and compensation) and periodically reviewing the code and principles. The
current members of the Nominating/Corporate Governance Committee are Robert D. Rosenthal (Chairman), Stacy Dick and Ann
Leven, (Pursuant to the terms of the Shareholder Suits Settlement, Richard Leeds resigned from the committee at the end of
2006.) In nominating candidates to become Board members, the Committee shall take into consideration such factors as it deems
appropriate, including the experience, skill, integrity and background of the candidates. The Committee may consider candidates
proposed by management or stockholders but is not required to do so. The Committee does not have any formal policy with
regard to the consideration of any Director candidates recommended by the security holders or any minimum qualifications or
specific procedure for identifying and evaluating nominees for Director as the Board does not believe that such a formalistic
approach is necessary or appropriate at this time. Stockholders may propose candidates for Board membership by writing to
Systemax Inc., Attention: Nominating/Corporate Governance Committee, 11 Harbor Park Drive, Port Washington, NY 11050 so
that the nomination is received by the Company by March 31, 2008 to be considered for the 2008 Annual Meeting. Nominees
proposed by stockholders will receive the same consideration as will other nominees. The Charter for the Nominating/Corporate
Governance Committee was amended in August 2006 to comply with the terms of the Shareholder Suits Settlement. The Charter
for the Nominating/Corporate Governance Committee is available on the Company’s website (www.systemax.com) or can be

obtained by writing to Systemax Inc., Attention: Board of Directors (Corporate Governance), 11 Harbor Park Drive, Pont
Washington, NY 11050,

Compensation Committee

The Compensation Committee’s responsibility is to review and approve corporate goals relevant to the compensation of the
Chief Executive Officer and, after an evaluation of the Chief Executive Officer’s performance in light of such goals, to set the
compensation of the Chief Executive Officer. The Compensation Committee also approves (a) the annual compensation of the
other executive officers of the Company, (b) the annual compensation of certain subsidiary managers, and (c) all individual stock-
based incentive grants. The Committee is also responsible for reviewing and making periodic recommendations to the Board with
respect to the general compensation, benefits and perquisite policies and practices of the Company including the Company’s
incentive-based and equity-based compensation plans. The Compensation Committee also prepares an annual report on executive
compensation for inclusion in the annual proxy statement. (See “Compensation Committee Report to Stockholders” below.) The
charter for the Compensation Committee was amended in August 2006 to comply with the terms of the Stipulation of Settlement
relating to the shareholder derivative suits filed in 2005. The current members of the Compensation Committee are Stacy Dick
{Chairman), Robert D. Rosenthal and Ann Leven. (Pursuant to the terms of the Shareholder Suits Settlement, Robert Leeds
resigned from the commitiee and Ann Leven was appointed to the committee at the end of 2006.) The charter for the
Compensation Committee is available on the Company’s website (www.systemax.com) or can be obtained by writing to
Systemax Inc., Attention: Board of Directors {Corporate Governance), 11 Harbor Park Drive, Port Washington, NY 11050,

Executive Committee

The Executive Committee consists of the Chairman of the Board and any Vice Chairman and such other directors as may
be named thereto by the Board of Directors. The current members of the Executive Committee are Messrs. Richard Leeds,
Robert Leeds, Bruce Leeds and Robert D. Rosenthal (the Lead Independent Director). Among other duties as may be
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assigned by the Board from time to time, the Executive Committee is authorized to oversee the operations of the Company,
supervise the executive officers of the Company, review and make recommendations to the Board of Directors regarding the
strategic direction of the Company and review and make recommendations to the Board of Directors regarding all possible
acquisitions or other significant business transactions. It is also authorized to manage the affairs of the Corporation between
meetings of the Board of Directors; the Committee has all of the powers of the Board of Directors not inconsistent with any
provisions of the Delaware General Corporation Law, the Company’s By-Laws or other resolutions adopted by the Board but
does not generally exercise such authority.

Compensation of Directors

The Company's policy is not to pay compensation to Directors who are also employees of the Company or its subsidiaries.
Through October 11, 2006 each non-employee Director was paid a fee of $25,000 per year and $2,000 for each meeting of the
Board of Directors and each committee meeting in which the Director participated. In addition, the Chairman of the Audit
Committee of the Board received an additional $5,000 per year. The non-employee Directors of the Company also received
annually, following the annual stockholders meeting, an option to purchase 2,000 shares of Common Stock pursuant to the
Company's 1995 Stock Plan for Non-Employee Directors.

The Company, increased the compensation paid to non-employee directors, effective as of October 12, 2006 (the date
immediately following the 2006 Annual Stockholders’ Meeting), such that each non-employee director will receive annual
compensation as follows: $50,000 per year as base compensation, $5,000 per year for each committee of which such director
is a non-chair member, $10,000 per year for each committee chair, and a grant each year of shares of Company stock
(restricted for sale for two years) in an amount equal to $25,000 divided by the fair market value of such stock on the date of
grant. The Lead Independent Director, currently Robert D. Rosenthal, also receives an additional $10,000 per year. In
addition the Company granted to each non-employee director a one-time stock option for 5,000 shares of Company stock. The
restricted stock and stock option grants were made pursuant to the 2006 Stock Incentive Plan for Non-Employee Directors,
which was approved by stockholders at the 2006 Annual Stockholders” Meeting.

DIRECTOR COMPENSATION FOR YEAR ENDED DECEMBER 31, 2006

The following table sets forth compensation on information regarding payments in 2006 to our non-employee directors:

Change in
Pension Value
and
Fees Nangualified
Earqeq or Nan-Equity Deferred
Paid in Stock Incentive Plan  Compensation All Other
Cash Awards Option A}vards Compensation Earnings Compensation Total
Name ® & " ) (%) ($) 8)
(a) (D) (c) )] (e) n @ Q)
Ann Leven $47,000 $25,000 $51,327 — - — $123,327
Robert D. $45,000 $25,000 $51,327 _ _ . $121,321
Rosenthal
Stacy Dick $50,000 $25,000 $61,327 — — — $126,327

(1) These columns represent the doilar amount recognized for financial reporting purposes with respect to the 2006 year for the fair value of stock awards
and option awards with respect to grants in 2006. Fair values have been determined under SFAS 123R. For the stock awards, fair value was
celculated using the common stock clesing price on the date of grant and multiplying it by the number of shares subject to grant. In accordance with
SEC rules, this amount disregards the estimate of forfeitures on service-based awards. To determine the fair values for the stock option grants, we used
the Black-Scholes option valuation model with the following assumptions: risk free interest rate 4.76%, expected volatility 78.2%, and expected life
6.0 years. These awards were made pursuant to the 2006 Stock Incentive Plan for Non-Employee Directors, as described above.




The following table presents the aggregate number of outstanding stock awards held by each of our non-employee directors on December 31, 2006:

Name: Stock Awards tion ds
Ann Leven 13,000 2,627
Robert D. Rosenthal 11,000 34,627
Stacy Dick 19,500 2,127

REPORT OF THE AUDIT COMMITTEE*

The Audit Commitice of the Board of Directors of the Company operates under its charter, which was originally adopted
by the Board of Directors in 2000 and revised in February 2003 and August 2006. Management is responsible for the
Company’s internal accounting and financial controls, the financial reporting process, the internal audit function and
compliance with the Company's policies and legal requirements. The Company's independent registered public accountants
are responsible for performing an independent audit of the Company’s consolidated financial statements in accordance with
standards of the Public Company Accounting Oversight Board (United States) and for issuance of a report thereon; they also
perform limited reviews of the Company's unaudited quarterly financial statements,

The Audit Committee's responsibility is to engage the independent registered public accountants, monitor and oversee
these accounting, financial and audit processes and report its findings to the full board. It also investigates matters related to
the Company’s financial statements and controls as it deems appropriate. In the performance of these oversight functions, the
members of the Audit Committee rely upon the information, opinions, reports and statements presented to them by Company
management and by the independent registered public accountants, as well as by other experts that the Committee hires.

The Committee reviewed and discussed the audited consolidated financial statements of the Company for the year ended
December 31, 2006 with management, who represented that the Company's consolidated financial statements for fiscal 2006
were prepared in accordance with U.S. generally accepted accounting principles. It discussed with Ernst & Young LLP, the
Company's independent registered public accountants for fiscal 2006, those matters required to be reviewed pursuant to
Statement of Accounting Standards No. 61 ("Communication with Audit Committees"), as amended by Statement of
Accounting Standards No. 90 (Audit Committee Communications). The Committee has received from Ernst & Young LLP
written independence disclosures and the letter required by Independence Standards Board Standard No. 1 ("Independence
Discussions with Audit Committees") and had a discussion with Ernst & Young LLP regarding their independence.

Based on the review of the representations of management, the discussions with management and the independent
registered public accountants and the review of the Report of Ernst & Young LLP, Independent Registered Public Accounting
Firm, to the Committee, the Audit Committee recommended to the Board of Directors that the financial statements of the
Company for the year ended December 31, 2006 as audited by Ernst &Young LLP be included in the Company's Annual
Report on Form 10-K filed with the Securities and Exchange Commission.

AUDIT COMMITTEE
Ann R. Leven (Chair)

Stacy S. Dick
Robert D. Rosenthal

* This report shall not be deemed incorporated by reference into any filing under the Securities Act of 1933 or under the Securities Exchange Act of 1934,
except to the extent we specifically incorporate this information by reference.




EXECUTIVE OFFICERS

The following table sets forth certain information with respect to the executive officers of the Company as of April 26, 2007.

Name Age Office

Richard Leeds 47 Chairman and Chief Executive Officer; Director

Bruce Leeds 51 Vice Chairman; Director

Robert Leeds 51 Vice Chairman; Director

Gilbert Fiorentino 47 President and Chief Executive Officer of Tiger Direct, Inc.; Director
Lawrence P. Reinhold 47 Executive Vice President and Chief Financial Officer

Thomas Axmacher 47 Vice President and Controller

Curt 5. Rush 53 General Counsel and Secretary

For information on Richard Leeds, Bruce Leeds, Robert Leeds and Gilbert Fiorentino, see page 2.

Lawrence P. Reinhold was appointed Executive Vice President and Chief Financial Officer, the principal financial officer
of the Company, effective January 17, 2007*. Mr. Reinhold was a business, finance and accounting consultant in 2006.
Previously he was Executive Vice President and Chief Financial Officer of Greatbatch, Inc., a publicly traded developer and
manufacturer of components used in implantable medical devices from 2002 through 2005; Executive Vice President and
Chief Financial Officer of Critical Path, Inc. a publicly traded communications software company in 2001; and a Managing
Partner of PricewaterhouseCooopers LLP with responsibility for its Technology, Information, Communications, Media and
Entertainment industry practice in the Midwestern United States from 1998 until 2000 (and held other positions at that firm
from 1982 until 2000). He received his BS in Business Administration (in 1982) and his MBA (in 1987) from San Diego
State University.

Thomas Axmacher was appointed Vice President and Controller of the Company effective October 2, 2006**. He was
previously Chief Financial Officer of Curative Health Services, Inc., a publicly traded health care company. He held that
position from 2001 to 2006. From 1991 to 200] Mr. Axmacher served as Vice President and Controller of that company.
From 1986 to 1991 Mr. Axmacher served as Vice President and Controller of Tempo Instrument Group, an electronics
manufacturer. Mr. Axmacher received a Bachelor of Science degree in Accounting in 1982 from Albany University and a
Master of Business Administration degree in 1992 from Long Island University.

Curt . Rush has been General Counsel and Secretary of the Company since 1996. Prior to joining the Company, Mr. Rush was
employed from 1993 to 1996 as Corporate Counsel to Globe Communications Corp. and from 1990 to 1993 as Corporate
Counsel to the Image Bank, Inc. Prior to that he was a corporate attorney with the law firms of Shereff, Friedman, Hoffman &
Goodman and Schnader, Harrison, Segal & Lewis. Mr. Rush graduated from Hunter College in 1981 with a B.A. degree in
Philosophy and graduated with honors from Brooktyn Law School in 1984 where he was Second Circuit Review Editor of the
Law Review. He was admitted to the Bar of the State of New York in 1985.

* Steven Goldschein retired effective January 17, 2007 as the Company’s Senior Vice President and Chief Financial Officer.

** Michael ). Speiller resigned effective September 29, 2006 as the Company’s Vice President and Controller.




Security Ownership of Certain Beneficial Owners and Management

The following table provides certain information regarding the beneficial ownership * of the Company's Common Stock as of

April 26, 2007, the record date for the annual meeting, by (i) each of the Company’s Directors and officers listed in the summary
compensation table, (ii} all current Directors and executive officers as a group and (iii} each person known to the Company to be
the beneficial owner of 5% or more of any class of the Company's voting securities.

m
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Amount and Nature of

Directors and Executive Officers Beneficial OQwnership Percent of Class
Richard Leeds ? 10,469,937 273%
Bruce Leeds ) 8,396,004 21.9%
Robert Leeds 8,396,006 21.9%
Gilbert Fiorentino 861,669 22%
Stacy S. Dick © 21,627 *
Robert D. Rosenthal 45,627 .
AnnR. Leven 15,627 *
Steven M. Goldschein 116,000 *
All current Directors and executive officers of the

Company (10 persons) 25,376,789 66.2%
Qther Beneficial Owners of 5% or More of the

Company’s Voting Stock

Dimensional Fund Advisors Inc. (% 2,100,586 5.5%

(a) Amounts listed below may include shares held in partnerships or trusts that are counted in more than one individual’s total.
* less than 1%

As used in this table "beneficial ownership” means the sole or shared power to vote or direct the voting or to dispose or direct the disposition of any security.
A person is deemed as of any date to have "beneficial ownership” of any security that such person has a right 1o acquire within 60 days after such date. Any
security that any person named above has the right t0 acquire within 60 days is deemed to be outstanding for purposes of calculating the ownership
percentage of such person, but is not deemed to be outstanding for purposes of calculating the ownership percentage of any other person. Unless otherwise
stated, cach person owns the reported shares directly and has the sole right to vote and determine whether to dispose of such shares,

Includes 3,136,666 shares owned by Mr. Leeds directly and 3,786,924 shares owned by the Richard Leeds 2006 GRAT. Also includes 1,838,583 shares
owned by a limited partnership of which Richard Leeds is the general partner, 235,850 shares owned by a limited partnership of which a limited liability
company controlled by Mr. Leeds is the genersl partner, 977,114 shares owned by imevocable trusts for the benefit of his brothers” children for which
Richard Leeds acts as co-trustee and 494,800 shares owned by a limited partnership in which Richard Leeds has an indirect pecuniary interest. Mr. Leeds”
mailing address is Richard Leeds ¢/o Systemax Inc., 11 Harbor Park Drive, Port Washington, NY 11050.

Includes 3,137,166 shares owned by Mr. Leeds directly and 3,786,924 shares owned by the Bruce Leeds 2006 GRAT. Also includes 977,114 shares owned
by irrevocable trusts for the benefit of his brothers’ children for which Bruce Leeds acts as co-trustee and 494,800 shares owned by a limited partnership in

which Bruce Leeds has an indirect pecuniary interest. Mr. Leeds’ mailing address is Bruce Leeds ¢/o Systernax Inc., 11 Harbor Park Drive, Port Washington,
NY 11050.

Includes 2,137,168 shares owned by Mr. Leeds directty and 4,786,924 shares owned by the Robert Leeds 2006 GRAT. Also includes 977,114 shares owned
by imevocable trusts for the benefit of his brothers’ children for which Robert Leeds acts as co-trustee and 494,300 shares owned by a limited partnership in
which Robert Leeds has an indirect pecuniary interest. Mr. Leeds’ mailing address is Rabert Leeds ¢/o Systemax Inc,, 1t Harbor Park Drive, Port
Washington, NY 1050,

Includes options to acquire 561,669 shares that are currently exercisable pursuant to the terms of the Company’s 1995 and 1999 Long-Term Stock Incentive
Plan.

Includes options to acquire a tota) of 19,500 shares that are exercisable immediately pursuant to the terms of the Company’s 1995 Stock Plan for Non-
Employee Directors

Includes opitions to acquire a total of [1,000 shares that are exercisable immediately pursuant to the terms of the Company’s 1995 Stock Plan for Non-
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Employee Directors.

(8) Includes options to acquire a total of 13,000 sharcs that are exercisable immediately pursuant to the terms of the Company's 1995 Stock Plan for Non-
Employee Directors.

(9) Steven Goldschein retired effective January 17, 2007 as the Company's Senior Vice President and Chief Financial Officer. As of April 20, 2007 Mr.
Goldschein hetd no outstanding Company stock options,

{10) As disclosed by Dimensional Fund Advisors Inc. in an SEC Schedute 13G filing dated December 31, 2006. Its address is 1299 Ocean Avenue, n® Floor,
Santa Monica, CA 90401,

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934 requires the Company's officers and Directors and persons who own
more than ten percent of a registered class of the Company’s equity securities to file reports of ownership and changes in
ownership with the Securities and Exchange Commission. Officers, Directors and ten-percent stockholders are required by SEC
regulation to furnish the Company with copies of all Section 16(a) forms they file. Based solely on its review of the copies of
Section 16(a) forms received by it, or written representations from certain reporting persons, the Company believes that all such
filing requirements for the year ended December 31, 2006 were complied with except a Form 4 that was filed after the required
filing date by Richard Leeds,

Transactions With Related Persons

Under the Company’s Corporate Ethics Policy, Company Representatives (including officers, directors and all employees) are
required to avoid conflicts of interest, appearances of conflicts of interest and potential conflicts of interest. A “conflict of
interest” occurs when an individual's private interest interferes in any way with the interests of the Company. A conflict situation
can arise when a Company Representative takes actions or has interests that may make it difficult to perform his or her Company
work objectively and effectively. Conflicts of interest also arise when a Company Representative, or a member of his or her
family, receives improper personal benefits as a result of his or her position in the Company. Company Representatives cannot
allow any consideration such as the receipt of gifts or financial interests in other businesses or personal or family relationships to
interfere with the independent exercise of his or her business judgment and work activities to the benefit of the Company. Loans
to, or guarantees of obligations of, Company Representatives are prohibited unless permitted by law and authorized by the Board
of Directors or a Committee designated by the Board. If a Company Representative becomes aware of a potential conflict of
interest he or she must communicate such potential conflict of interest to the Company.

The Company’s corporate approval policy requires related party transactions (specifically Company agreements, including
leases, with “retated parties” and sales or purchases of inventory or other Company assets by “related parties”) to be approved by
the Company’s Audit Committee as well as the Company’s CEO, CFO and General Counsel.

Leases

The Company currently leases its facility in Port Washington, NY from Addwin Realty Associates, an entity owned by
Richard Leeds, Bruce Leeds and Robert Leeds, Directors of the Company and the Company's three senior executive officers and
principal stockholders. Rent expense under this lease totaled $612,000 for the year ended December 31, 2006. The Company
believes that these payments were no higher than would be paid to an unrelated lessor for comparable space.

Stockholders Agreement

Certain members of the Leeds family (including Richard Leeds, Bruce Leeds and Robert Leeds) and Leeds' family trusts
entered into a stockholders agreement pursuant to which the parties agreed to vote in favor of the nominees for the Board of
Directors designated by the holders of a majority of shares of common stock held by such stockholders at the time of the
Company’s initial public offering of common stock (the “Shares™). In addition, the agreement prohibits the sale of the Shares
without the consent of the holders of a majority of the Shares held by all parties to the agreement, subject to certain exceptions,
including sales pursuant to an effective registration statement and sales made in accordance with Rule 144. The agreement also
grants certain drag-along rights in the event of the sale of all or a portion of the Shares held by holders of a majority of the Shares.
As of December 31, 2006, the parties to the stockholders agreement beneficially owned 24,783,300 shares of Common Stock
subject to such agreement {constituting approximately 65% of the common stock outstanding).
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Pursuant to the stockholders agreement, the Company granted to the parties demand and incidental, or "piggy-back,"
registration rights with respect to the Shares. The demand registration rights generally provide that the holders of a majority of the
Shares may require, subject to certain restrictions regarding timing and number of Shares, that the Company register under the
Securities Act all or part of the Shares held by such stockholders. Pursuant to the incidental registration rights, the Company is
required to notify such stockholders of any proposed registration of the Shares under the Securities Act and if requested by any
such stockholder to include in such registration any number of shares of Shares held by it subject to certain restrictions. The
Company has agreed to pay all expenses and indemnify any selling stockholders against certain liabilities, including under the
Securities Act, in connection with registrations of Shares pursuant to such agreement.

Related Business

Richard Leeds and Robert Leeds are minority owners of a wholesale business that sells certain products to mass merchant
customers, These products are, in some instances, similar to the type of products sold by the Company. The Company believes
that the sales volume of competitive products sold by this wholesale business was not significant. In 2006 the Company sold
subleased office space to this business at an annual rent of approximately $32,000 and sold merchandise to this business totaling
less than $10,000. The Company believes these transactions were made on an arms-length basis and were not in competition with
the Company’s business.

Related Insurance Broker

The son of Bruce Leeds, the Company's Vice Chairman, is an employee-in-training at an insurance brokerage firm that has
represented the Company since January 2006. This brokerage firm earned approximately $386,000 in commissions from the
Company in 2006. The Company believes that its transactions with this insurance brokerage firm were made on an arms-length
basis,

EXECUTIVE COMPENSATION
Compensation Discussion and Analysis
Objectives and Philosophy of Our Executive Compensation Programs
The Company’s exccutive compensation programs are designed to achieve a number of important objectives, including
attracting and retaining individuals of superior ability and managerial talent, rewarding individual contributions to the
achievement of the Company's business objectives, promoting integrity and good corporate governance, and motivating
executive officers to manage the Company in a manner that will enhance the Company’s growth and financial performance for

the benefit our stockholders, customers and other constituencies.

Compensation of the Company’s executive officers is determined based primarily upon an evaluation of Company
performance as it relates to three general business areas:

e  Operational and Financial Performance {utilizing standard metrics such as net sales, operating income,
gross margin, earnings per share, working capital, shareholder equity and peer group comparisons)

*  Strategic Accomplishments (including growth in the business and in the value of the Company’s assets)

s Corporate Governance and Oversight (encompassing legal and regulatory compliance and adherence to
company policies including the timely filing of periodic reports with the SEC, the Sarbanes-Oxley Act,
employment and safety laws and regulations and the Company's corporate ethics policy)

In determining the compensation of a particular executive consideration is given to the specific corporate responsibilities

that executive is charged with as they relate to the foregoing business areas but no specific financial performance benchmarks
are generally used.
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Elements of Our Executive Compensation Programs

To promote the objectives described above, our executive compensation programs typically consist of the following
principal elements:

* Base salary
» (Cash bonuses

* Stock-based incentives (other than for the Chairman/CEQ and the two Vice Chairman of the Company who
are considered majority stockholders of the Company); and

¢  Benefits, perquisites and other compensation

Base Salary - Salary levels generally are determined based on individual and Company performance as well as a subjective
assessment of prevailing levels among the Company's competitors.

Cash Bonuses - In establishing annual bonuses, the Company considers such factors relating to the Company's overall
performance and assigns such weight to each such factor as i, in its discretion, deems appropriate, The Company may also
consider its assessment of each individual's contribution to the Company’s performance,

Stock-Based Incentives - Stock-based incentives, at the present time consisting of (a) stock options granted at 100% of the stock's
fair market value on the grant date and/or (b) restricted stock units granted subject to certain performance conditions, constitute
the long-term portion of the Company's executive compensation package. Stock options provide an incentive for executives to
manage the Company with a view to achieving results which would increase the Company’s stock price and, therefore, the return
to the Company's stockholders. The number and timing of stock option grants are decided in part based on the Company’s
subjective assessment of prevailing levels of similar compensation among the Company's competitors. Stock option and restricted
stock unit grants must be approved by the Compensation Committee of the Board of Directors, or, with respect to grantees who
are not officers or directors, by the committee’s designee. Richard Leeds (Chairman and CEO), Bruce Leeds (Vice Chairman)
and Robert Leeds (Vice Chairman} do not receive stock options or other stock-based incentives as pant of their compensation.
The Messrs. Leeds are members of a family group that together owns more than 60% of the stock of the Company.

Benefits, Perquisites and Other Compensation — The Company provides various employee benefit programs to its executive
officers, including medical, dental and life insurance benefits and our 401(k) plan, which includes Company contributions. The
Company also provides leased cars or automobile allowances and gasoline cost reimbursement to certain executive officers and
other Company managers as well as other benefits generally available to all employees. Certain Company executives also have or
are entitled to receive severance payments, relocation allowances and/or change of control payments pursuant to negotiated
employment agreements they have with the Company (see below). The Company does not provide to executive officers any (a)
pension benefits or (b) deferred compensation under any defined contribution or other plan on a basis that is not tax-qualified.

In 2007 the Compensation Committee of the Board of Directors established a policy requiring the forfeiting of bonuses to the
managers of the Company’s TigerDirect subsidiary, including Gilbert Fiorentino, TigerDirect’s CEO and a Company director, in
the event the Company’s consolidated financial statements require restatement as a result of a material error in the financial
statements of TigerDirect or any other subsidiary within the Company’s Technology Products business segment.

We have not established any policies regarding required share ownership by executives or directors or hedging and pledging of
our common stock by our executives or directors.
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Rale of the Compensation Committee

The Compensation Committee’s responsibility is to review and approve corporate goals relevant to the compensation of the
Chief Executive Officer and, after an evaluation of the Chief Executive Officer’s performance in light of such goals, to set the
compensation of the Chief Executive Officer. The Compensation Committee also approves, upon the recommendation of the
Chief Executive Officer, (a) the annual compensation of the other executive officers of the Company, (b) the annual compensation
of certain subsidiary managers, and (c} all individual stock incentive grants to other executive officers. The Committee is also
responsible for reviewing and making periodic recommendations to the Board with respect to the general compensation, benefits
and perquisite policies and practices of the Company including the Company’s stock-incentive based compensation plans.

Stock Option Grant Practices

In order to avoid any impropriety or even the appearance of any impropriety with respect to the timing of equity grants, the
Compensation Committee adopted the following policies in 2007:

1. The Compensation Committee will not, except in unusual circumstances, delegate to the Company officers the authority
to grant options to employees. Instead, Company management will present to the Compensation Committee in advance a
list of prospective grantees with the specific number of option shares proposed to be granted to each grantee. The
Compensation Commitiee shall then consider and if agreed, in its discretion, approve the list (with or without
modification). The grant date of such options shall be the date of the Committee approves the list and the exercise price
of such options shall be the N'YSE closing price of the Company stock on the grant date.

2. The Compensation Committee will be cognizant of timing the grant of options in relation to the publication of Company
earnings releases and other public announcements so as to avoid any perception of “spring-loading” or “bullet-
dodging,” i.c. granting options just after the release of unfavorable news or before the release of favorable news. Stock
option grants will not be made, generally, until after the Company has disclosed, and the market has had an opportunity
to react to, material, potentially market-moving, information concerning the Company.

3. In general, employee stock option grants will be made at fixed times each year.
Tax Deductibility Considerations

It is our policy generally to qualify compensation paid to executive officers for deductibility under section 162(m) of the
Internal Revenue Caode, or the Code. Section 162(m} generally prohibits deducting the compensation of executive officers that
exceeds $1,000,000 unless that compensation is based on the satisfaction of objective performance goals. Our stock incentive
plans (the 1995 Long-term Stock Incentive Plan, the 1999 Long-term Stock Incentive Plan, as amended, the 1995 Stock
Option Plan for Non-Employee Directors and the 2006 Stock Incentive Plan for Non-Employee Directors) are structured to
permit awards under such plans to qualify as performance-based compensation and to maximize the tax deductibility of such
awards. However, we reserve the discretion to pay compensation to our executive officers that may not be deductible.

Compensation of Executive Officers in 2006

In determining the compensation of Company’s Chief Executive Officer for the year 2006 and approving the annual
compensation of the Company’s other executive officers, the Committee considered, among other factors, the increase in
Company revenues from the prior year (10.9%), the increase in income from operations from the prior year (78%), the increase in
net income from the prior year (295%) and the increase in diluted earnings per share (294%). The Committee also considered the
previcusly disclosed significant deficiencies in the Company’s internal controls over financial reporting as of December 31,
2006 (see Part 11, Item 9A “Controls and Procedures” in the Company’s Annual Report on Form 10-K for the fiscal year ended
December 31, 2006).
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Compensation Arrangements of Certain Executive Officers
Richard Leeds

Richard Leeds, Chairman and Chief Executive Officer of the Company, has no employment agreement. Mr. Leeds received an
annual salary of $420,000 in 2006 and an annual salary of $401,092 in 2005. He received a cash bonus of $600,000 in 2006
and a cash bonus of $§500,000 in 2005. Mr. Leeds received substantially the same amount of other compensation in both 2006
and 2005. He received no stock options or other stock-based incentive grants in either 2006 or 2005.

Robert Leeds

Robert Leeds, Vice Chairman of the Company, has no employment agreement. In both 2006 and 2005 Mr. Leeds received an
annual salary of $389,881 and a cash bonus of $250,000. He received substantially the same amount in other compensation in
2006 and 2005. Mr. Leeds received no stock options or other stock-based incentive grants in either 2006 or 2005.

Bruce Leeds

Bruce Leeds, the Vice Chairman of the Company has no employment agreement. In both 2006 and 2005 Mr. Leeds received an
annual salary of $389,881 and a cash bonus of $250,000. He received substantially the same amount in other compensation in
2006 and 2005. Mr. Leeds received no stock options or other stock-based incentive grants in either 2006 or 2005,

Giibert Fiorentino

On October 12, 2004, the Company entered into an employment agreement with Giibert Fiorentino, the Chief Executive
Officer of its subsidiary Tiger Direct, Inc. and a director of the Company. The agreement was effective as of June 1, 2004 and
expires on December 31, 2013 unless terminated sooner under the terms of the agreement. The Company may terminate the
agreement without cause on 30 days’ natice provided certain severance payments are made (see below).

Mr. Ficrentino's compensation consists of a base salary at the initial annual rate of $400,000 (which is increased by five
percent per year subject to certain Company earnings requirements) and a performance bonus of $250,000 per year (similarly
increasing annually) provided that he meets certain performance criteria previously established from time to time by the
Executive Committee of the Board of Systemax. He is also eligible for an additional bonus, in the discretion of the Board. In
2006 Mr. Fiorentino received 3453,923 in annual salary, a cash bonus of $950,000 and stock option awards valued at
§917,438. In 2005 Mr. Fiorentino received $446,808 in annual salary, a cash bonus of $500,000 and no stock option awards.
He received substantially the same in other compensation in 2006 and 2005. His cash bonus in 2006 was determined based on
the increase in 2006 in the operating income (EBITDA) of the Technology Products segment of the Company as compared
with 2005.

Under the terms of his employment agreement, Mr. Fiorentino is entitled to a special bonus of 0.85% of the total proceeds of
a “qualified” change of control transaction upon the first occurrence of a change of control meeting certain conditions.
Additional benefits include medical benefits, life insurance, an automobile and vacation. The Company has also agreed to
make certain "gross up" payments if other payments to Mr. Fiorentino are deemed by the IRS to be subject to excise tax.

The vesting schedule of previously granted options was accelerated as follows: Mr. Fiorentino's option to purchase 350,000
shares of Company stock, granted on February 28, 2003, at an exercise price of $1.76 per share and his option to purchase 50,000
shares of Company stock, granted on April 1, 2003, at an exercise price of $1.95 per share both now vest at 20% per year with the
first 20% vesting on October 12, 2004 (the date of execution of the employment agreement). Mr. Fiorentino also was granted new
options under the Company's 1999 Long Term Stock Incentive Plan for 166,667 shares, and the agreement obligated the
Company to issue additional options on 166,667 shares in each of August 2005 and 2006, at the then-fair tarket value. Options
vest in five annual cumulative installments of 20% each.

Mr. Fiorentino also was granted, pursuant to a restricted stock unit agreement (the form of which is part of his employment
agreement), 1,000,000 restricted stock units under the 1999 Long Term Stock Incentive Plan conditioned on stock holder
approval and the satisfaction of certain performance conditions based on the earnings before interest, taxes, depreciation and
amortization in fiscal 2004 or fiscal 2005. Such restricted stock units vested at the rate of 20% on May 31, 2005 and 10% on
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April 1, 2006 and each April thereafter. The restricted stock units do not reflect actual issued shares of common stock; shares
are distributed within 30 days after a "Distribution Event”. A Distribution Event is defined as the earliest of the date that Mr.
Fiorentino is no longer employed by the Company or Tiger Direct, the date of a change of control (as defined) or January 1,
2006 for the units that vest in 2005 or the date on which any subsequent units vest for units that vest after 2005. If the
Company pays dividends or makes other distributions during the term of the restricted stock agreement, however, Mr.
Fiorentino has the right to receive equivalent payments under certain circumstances, but shares of Company stock shall only
be distributed when there is a Distribution Event.

If Mr. Fiorentino is terminated by the Company without cause (as defined in Mr. Fiorentino's employment agreement), under
most circumstances he would become vested in at least half of the restricted stock units that were awarded to him (or all of
such units under certain circumstances if a "Qualified Change of Control” as, defined in the agreement, had occurred), subject
to the Company's right to redeem such units.

Mr. Fiorentino is subject to a two-year non-competition covenant following termination of employment, although such period
can be shortened to one year or lengthened to three years by the Company in the event of a Termination Without Cause (as
defined). The Company is obligated to continue the employee's salary and certain other benefits for such non-competition
period after an early termination by (a} the Company other than for cause or (b) the employee for "Good Reason" (as defined)
or after the expiration of the agreement at its scheduled termination date. In the event of a Termination Without Cause by the
Company or a termination by the employee for Good Reason, certain unvested restricted stock units generally vest and certain
options may vest. In certain instances the Company has the right to redeem vested restricted stock units at fair market value.

Lawrence P. Reinhold

Lawrence P. Reinhold was appointed Executive Vice President and Chief Financial Officer effective January 17, 2007. The
Company entered into an employment agreement with Mr. Reinhold. Under that agreement, his base salary is $400,000 and he
shall be eligible for a bonus (which the agreement states is expected to be at least equal to 50% of the base salary} assurning Mr.
Reinhold meets performance objectives (including the Company’s financial performance objectives) established for him by the
Company. He is entitled to receive four weeks vacation, a relocation allowance (not to exceed $75,000 plus the cost of temporary
housing and weekly travel to his prior residence for six weeks), a car allowance of up to $1,200 per month or a company-leased
car, and an option to purchase 100,000 shares of common stock pursuant to the Company’s 1999 Long Term Stock Incentive Plan
(vesting in four equal annual installments commencing on the first anniversary of the grant),

The agreement is terminable upon death or total disability, by the Company for “cause” (as defined) or without cause, or by the
employee voluntarily for any reason or for “good reason” (as defined). In the event of termination for death, disability, cause or
voluntary termination by Mr. Reinhold, the Company will owe no further payments other than as applicable under disability or
medical plans, any accrued but unused vacation time (up to four weeks) and, in the event of termination for disability or death, the
pro rata portion of any bonus which would otherwise be paid. If Mr. Reinhold resigns for good reason or if the Company
terminates him for any reason other than disability, death or cause, he shall also receive severance payments equal to 12 months’
base salary (or 24 months’ base salary if termination is within 60 days prior to or one year following a “change of contral,” as
defined), one year’s base salary bonus based on his average annuat bonus for the prior two years (unless he was employed for less
than two years in which case he will receive a prorated bonus) and a reimbursement of costs for COBRA insurance coverage in
addition to the payments paid for other terminations. The employment agreement includes customary nondisclosure and
intellectual property rights provisions and non-compete/non-solicit provisions effective for one year following termination.

Steven Goldschein

Steven Goldschein retired as the Company’s Senior Vice President and Chief Financtal Officer effective January 17, 2007. He
has agreed to remain with the Company on a part-time basis for a one-year period. The employment agreement with Mr.
Goldschein was amended effective January 17, 2007 to reflect Mr. Goldschein's role as a part time employee for 12 months
(not to exceed 30 hours per week) pursuant to which he shall receive during such part time employment period 105% of his
prior base salary in effect on January 17, 2007. He is eligible to receive his annval bonus for the 2006 fiscal year. The
amendment also provides that the non-compete period shall commence upon termination of Mr. Goldscheins’s pari-time
employment. In 2006 Mr. Goldschein received $422,257 in annual Salary, a cash bonus of $220,000, no stock options or
other stock-based incentive grants and less than $10,000 in other compensation. In 2005 he received $403,248 in annual
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salary, a cash bonus of $75,000, no stock options or other stock-based incentive grants and less than $10,000 in other
compensation,

Compensation Committee Report to Stockholders *

The Compensation Committee of the Board of Directors of Systemax, Inc. has reviewed and discussed the Compensation
Discussion and Analysis required by Item 402(b) of Regulation S-K, which appears in this proxy statement, with the
management of Systemax. Based on this review and discussion, the Compensation Committee recommended to the Board of
Directors that the Compensation Discussion and Analysis be included in Systemax’s proxy statement

COMPENSATION COMMITTEE

Stacy S. Dick
Robert D. Rosenthal
Ann Leven

Compensation Committee Interlocks and Insider Participation

The members of the Company’s Compensation Committee for fiscal year 2006 were Robert Leeds, Robert D. Rosenthal and
Stacy S. Dick. (Pursuant to the terms of the Shareholder Suits Settlement, Robert Leeds resigned from the committee and Ann
Leven was appointed to the committee at the end of 2006.) Other than Robert Leeds, the Company employs no member of the
Compensation Committee. No Director of the Company served during the last completed fiscal year as an executive officer of any
entity whose compensation committee (or other comparable committee, or the Board, as appropriate} included an executive
officer of the Company. There are no “interlocks” as defined by the Securities and Exchange Commission.

* This report shall not be deemed incorporated by reference into any filing under the Securities Act of 1933 or undet the Securities Exchange Act of 1934,
except to the extent we specifically incorporate this information by reference.
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SUMMARY COMPENSATION TABLE FOR 2006

The following table sets forth the compensation earned by the Chief Executive Officer (“CEQ”, our principal executive
officer), Chief Financial Officer (“CFO”, our principal financial officer), and the three most highly compensated executive
officers other than the CEO and CFO (coltectively the “Named Executive Officers”) for the year ended December 31, 2006:

Change in
Non- Pension Value
Equity and
Incentive Naongualified
Plan Deferred All Other
Stock Option Compen-  Compensation Compen-
Name and Principal Salary Bonus Awards Awargs sation Earnings sation Total
Position Year ($) ($) ($) " (%) ($) ) (%
{a) (b) {c) {d) (e) il () {h) {i )
Richard Leeds 2008  $420,000 $600,000 - - - - $1,047,795
Chaimman and Chief
Executive Officer
{Principal Executive
Officer)
Steven M. Goldschein 2006  $422,257  $220,000 - - . - $23662 9 $665,919
Senior Vice President
and Chief Financial
Officer (Principal
Financial Officer)
Bruce Leeds 2006  $389.881  $250,000 - . - - $26,061 ¥ $665,942
Vice Chairman
Robert Leeds 2006  $389,881  $250,000 - - - - $21,890 ® $661,771
Vice Chairman
Gitbert Fiorentino 2006  $453,923  $950,000 - $917,438 - - $37,700"®  $2,359,070

President and CEQ of
Tiger Direct, Inc.

(1) This column represents the dollar amount recognized for financial statement purposes with respect to the 2006 fiscal year for the
fair value of stock options granted in 2006 as well as in prior years in accordance with SFAS 123R. As per SEC rules relating to
executive compensation disclosure, the amounts shown exclude the impact of forfeitures related to service based vesting

conditions. These amounts were caiculated using the Black-Scholes option-pricing model,

{2} Includes $22,599 in auto-related expenses. Also includes certain medical insurance and other employee benefits not generally
available to employees.
(3) Includes $17,308 in auto-related expenses. Also includes Company 401K contributions and certain medical insurance and other
employee benefits not generally available to employees.
(4) Includes $20,865 in auto-related expenses. Also includes certain medical insurance and other employee benefits not generally
available to employees.
(5) Includes 316,694 in auto-related expenses. Also includes certain medical insurance and other employee benefils not generally
available to employees.
(6) Includes $22,635 in auto-related expenses. Also includes Company 401K contributions and certain medical insurance and other
employee benefits not generally available to employees.
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GRANTS OF PLAN-BASED AWARDS FOR IN 2006

The following table shows information regarding grants of non-equity incentive plan awards and grants of equity awards
that the Company made during the fiscal year ended December 31, 2006 to each of the Named Executive Officers receiving

such awards:

All
gt‘::; All Other
Esti F . Option Grant
stlm:jg:-E:l‘::i:s Eg?‘l:itvsaUnder Estimated Future Payouts Under ~ AWards:  ayargs. Exercise Da,f{:'air
Plan Awards Equity Incentive Plan Awards Number  Numberof orBase vy of
of Securiies  Price of Stock
sfhsat"i:sk Underlyia? Option and
Grant Threshold  Target  Maximum  Threshold Target  Maximum g, U:its Options Awards Option
Name Date (% () ($) {#) ) #) @ ) ($/Sh)  awards®
(a) (b) (c) (d) (e) i )] ) (i )] (k) ]
Gilbert 3/22/2Q0086 166,667 $6.80 $802,597
Fiorentino
81252008 166,667 $8.06 $973,564

(1) See Mr. Fiorentino's employment agreement discussion on page 14.

(2) This column represents the fair value of the stock option on the granted dated determined in accordance with the provisions of
SFAS 123R. As per SEC rules relating to executive compensation disclosure, the amounis shown exclude the impact of
forfeitures reiated to service based vesting conditions. These amounts were calculated using the Black-Scholes option-pricing

model.
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OUTSTANDING EQUITY AWARDS AT DECEMBER 31, 2006

The following table shows information regarding grants of stock options and grants of unvested stock awards outstanding on

the last day of the fiscal year ended December 31, 2006, including both awards subject to performance conditions and non-
performance based awards, to each of the Named Executive Officers holding such awards:

Qption Awards Stock Awards
Equity
Equity incentive
Incentive Plan
Plan Awards:
N Awards:  Market or
Equity umber Number  Payout
Incentive of of value of
Plan Shares Uneamed Unearned
Awards: or Market Shares,  Shares,
Number of Number of Number of Units of Value of Unilsor  Units or
Securities Securities Securities Stock Shares or Other Other
Underlying Underlying Underlying That Units of Rights Rights
Unexercised  Unexercised Unexercised  Option Have Stock That That That
Options Options Unearned  Exercise  Opfion Not Have Not  Have Not Have Not
#* # Options Price  Expiration Vested Vested Vested Vested
Name Exercisable  Unexercisable # % Date # % {#) (%
(a) (b) {c) (d) (e} U] (g) {h) (i) o
Steven 40,000 $7.31 10/25/09
Goldschein
Gilber 20,000 ¥ $7.31 10/25/09
Fiorentino
50,833 ! $1.95 2/15/11
50,833 $3.05 5131112
210,000 140,000 $176  2/2813
30,000 @ 20,000 @ $1.95 4113
100,001 @ 66,666 @ $5.65 10/11/14
66,668 ™ 99,999 @ $6.80 3122116
33,334 @ 133,333 @ $8.06 B/25/16
700,000 $12,215,000

(1) Options vested 25% per year over four years from date of grant.

(2} Options vested 20% over five years from date of grant.
{3) Granted pursuant to Mr. Fiorentino's employment contract (see page 14). Options vest 20% per year over five years from date of

grant.
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OPTION EXERCISES AND STOCK VESTED IN 2006

The following table shows information regarding exercise of options to purchase Systemax common stock and vesting of
stock awards by each of the Named Executive Officers whose options were exercised or awards vested during the fiscal year
ended December 31, 2006:

Option Awards Stock Awards
Number of Shares Value Realized on Number of Shares Value Realized
Acquired on Exercised Exercised Acquired on Vesting on Vesting
Name ) %" ) "
(a) (b) (¢ @ (e)
Steven Goldschein 115,000 $432,100
Gilbert Fiorentino 100,000 $730,000

(1) Value realized is based upon the closing price of the company's stock on the exercise or vesting date.

If employment of any of our named executive officers is terminated without cause (as defined in the executive’s
employment agreement) in a situation not involving a change in control, the chart below sets forth the severance payments
that would have been made based on a hypothetical termination date of December 31, 2006 and using the closing price of our
stock on the last trading date before that date. These amounts are estimates and the actual amounts to be paid can only be
determined at the time of the termination of the executive’s employment.

Termination of Employment Without Change In Control

Value of

Cash Compensation Accelerated Vesling Medical and

(Salary and Bonus) of Stock Awards Qther Benefits Total
Name (5) ($) (%) ($)
Richard Leeds - - - -
Bruce Leeds - - - -
Robert Leeds - - - -
Gilber Fiorentino $2.807,847 $9,371,993 $92,840 ¥ $12,272,680
Steven Goldschein $ 321,128 - - $ 321,128

Upon a change in control, the chart below sets forth the change in control payments that would have been made based on a
hypothetical change of control date of December 31, 2006 and using the closing price of our stock on the last trading date
before that date. These amounts are estimates and the actual amounts to be paid can only be determined at the time of the
change of control.

Change In Control Payments

Value of
Accelerated Vesting Medical and
Cash Compensation of Stock Awards Other Benefits Total
Name {$) {$) ($) &3]
Richard Leeds - - - -
Bruce Leeds -- - - -
Robert Leeds -- - - —
Gilbert Fiorentino ® $12,215,000 @ @ &

Steven Goldschein - - - -

(1) Represents 2 years’ salary and bonus
(2) Represents accelerated vesting of 500,000 restricted stock units and options to purchase 66,666 shares of Company stock.
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{3) Represents 2 years' medical and other benefits,

{4) Represents 6 months salary and 6 months pro-rated bonus,

(5) Upon a “Qualifying Change of Centrol" as defined in his employment agreement, Mr. Fiarentino waould receive 0.85% of “Qualifying
Value™ of "Qualifying Change of Controi” transaction as defined in his employment agreement.

(6) Represents accelerated vesting of 700,000 restricted stock units.

(7) Upon a change in control, Mr. Fiorentino may be subject to cartain excise taxes under Section 280G of the tnteral Revenue Code
of 1986, as amended. The Company has agreed to reimburse Mr. Fiorentino for those excise taxes as well s for any income and
excise taxes payable by the executives as a result of any such reimbursement capped at $6 mitlion in the aggregate.

{8) Total of (a) change of control payment as described in footnote (5), (b) $12,215,000 value of accelerated vesting of stock awards
and (c) reimbursement of excise taxes as described in footnote (7).

Ratification of Independent Registered Public Accountants
Item 2 on Proxy Card

Action is to be taken at the Annual Meeting to ratify the selection of Emst & Young LLP as independent registered public
accountants for the Company far the fiscal year ending December 31, 2007.

Representatives of Ernst &Young LLP are expected to be present at the Annual Meeting and to be available to respond to
appropriate questions. They will have an opportunity to make a statement if they so desire.

Principal Accounting Fees and Services

Ernst & Young LLP replaced Deloitte & Touche LLP as our independent registered public accountants in December 2005.
The following are the fees billed by Ernst & Young LLP and Deloitte & Touche LLP for services rendered during the fiscal years
ended December 31, 2005 and 2006;

Audit and Audit-related Fees

Emst & Young billed the Company $2,160,982 for professional services rendered for the audit of the Company’s annual
consolidated financial statements for the fiscal year ended December 31, 2006 and its reviews of the interim financial
statements included in the Company's Forms 10-Q for that fiscal year and $2,585,000 for professional services rendered for
the audit of the Company's annual consolidated financial statements for the fiscal year ended December 31, 2005 and its
interim reviews of the financial statements included in the Company's Forms 10-Q for that fiscal year,

Tax Fees

Tax fees included services for international tax compliance, planning and advice. Emst &Young LLP provided no tax related
services to the Company in 2006. Deloitte & Touche LLP billed the Company for professional services rendered for tax
compliance, planning and advice for the fiscal year ended December 31, 2005 an aggregate of $116,000.

Al Other Fees

No other fees were billed by Ernst & Young LLP or by Deloitte & Touche LLP for the year ended December 31, 2006. .
Other fees of $5,000 were billed by Emnst & Young LLP for the year ended December 31, 2005.

The Audit Committee is responsible for approving every engagement of the Company’s independent registered public
accountants to perform audit or non-audit services on behalf of the Company or any of its subsidiaries before such
accountants can be engaged to provide those services. The Audit Committee of the Board of Directors has reviewed the services
provided to the Company by Ermst & Young LLP and believes that the non-audit/review services it has provided are compatible
with maintaining the auditor's independence,

Stockholder ratification of the selection of Ernst & Young LLP as the Company’s independent registered public accountants is
not required by the Company's by-laws or other applicable legal requirement. However, the Board is submitting the selection of
Emst & Young LLP to the stockholders for ratification as a matter of good corporate practice. If the stockholders fail to ratify the
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selection, the Audit Committee will reconsider whether or not to continue to retain that firm. Even if the selection is ratified, the
Audit Committee at its discretion may direct the appointment of different independent registered public accountants at any time
during the year or thereafter if it determines that such a change would be in the best interests of the Company and its stockholders.

Change of Accountants

On November 7, 2003, the company then serving as our certifying accountant, Deloitte & Touche LLP, notified our chief
financial officer that it would not stand for re-appointment as the Company’s independent registered public accountant for the
year ending December 31, 2005, stating that the client-auditor relationship would cease upon our filing our Form 10-K/A for
the fiscal year ended December 31, 2004,

During the two most recent fiscal years and the subsequent interim period preceding the notification from Deloitte &
Touche on November 7, 2005: (i) there were no disagreements between us and Deloitte & Touche on any matter of
accounting principles or practices, financial statement disclosure, or auditing scope or procedure, which disagreement, if not
resolved to the satisfaction of Deloitte & Touche, would have caused it to make reference to the subject matter of the
disagreement in connection with its reports; and (ii) there were “reportable events” (as defined in Item 304(a)(1Xv) of
Regulation S-K) as described in the paragraph below. In addition, Deloitte & Touche’s reports on our consolidated financial
statements for the past two years did not contain an adverse opinion or a disclaimer of opinion, nor were such reports
qualified or modified as to uncertainty, audit scope, or accounting principles; however, the 2003 report of Deloitte & Touche
issued in connection with the 2003 Form 10-K/A contained an explanatory paragraph which addressed the restatement of such
year’s consolidated financial statements for the correction of an error.

During the two most recent fiscal years and the subsequent interim period preceding the notification from Deloitte &
Touche on November 7, 2005, the following reportable events occurred which caused our auditors to significantly increase
the scope of their audit work: (i) An investigation was conducted in 2004 of certain possible irregularities committed by
former employees of a subsidiary of the Company in connection with a promotional program; (ii) Deloitte & Touche issued a
material weakness letter to us, as previously disclosed in Item 9A of our Annual Report on Form 10-K for the year ended
December 31, 2004, which addressed (together with material weaknesses identified by management related to errors at the
Company’s United Kingdom subsidiary which gave rise to the restatement referred to in the prior paragraph) the dependency
on back end detective controls to overcome system shortcomings and inadequate financial controls, communication and
authority on the part of our management over the Company’s operating subsidiaries; and (iii) the restatement of our
consolidated financial statements for our years ended December 31, 2004, 2003 and 2002 which resulted principally from the
discovery of errors in accounting for inventory at our Tiger Direct subsidiary as to 2004 and the timing of revenue recognition
as it relates to all years.

These matters were discussed in detail among management, the audit committee and our independent registered public
accountants. The Company authorized Deloitte & Touche to respond fully to inquiries of the successor accountant ¢concerning
the subject matter of the material weakness.

We provided Deloitte & Touche with a copy of the above disclosures and requested that Deloitte & Touche furnish us with
a letter addressed to the Securities and Exchange Commission stating whether it agrees with such statements made by the
Company. We received such letter on November 16, 2005.

On December 9, 2005, the Company, by action of the audit committee of the Board of Directors, engaged Ernst & Young
LLP as its independent registered public accounting firm to audit the Company’s consolidated financial statements, The
Company did not, during the two most recent fiscal years and any subsequent interim period prior to engaging Emst & Young
LLP, consult with Ernst & Young LLP regarding any matters referred to in either paragraph 304(2)(i) or (ii) of Item 304 of
Regulation S-K.

Vote Required for Approval

Ratification of the selection of Emst & Young LLP as the Company's independent registered public accountants will require
the affirmative vote of the holders of a majority of the shares present in person or by proxy and entitled to vote on the issue.
There are no rights of appraisal or dissenter's rights as a result of a vote on this issue,
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THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS A VOTE FOR THE RATIFICATION OF THE
APPOINTMENT OF ERNST & YOUNG AS THE COMPANY’S INDEPENDENT REGISTERED PUBLIC
ACCOUNTANTS FOR FISCAL 2007, WHICH IS DESIGNATED AS PROPOSAL NO. 2 ON THE ENCLOSED
PROXY CARD.

ADDITIONAL MATTERS
Solicitation of Proxies

The cost of soliciting proxies for the 2007 Annual Meeting will be borne by the Company. In addition to solicitation by mail,
solicitations may also be made by personal interview, fax and telephone. Arrangements will be made with brokerage houses and
other custodians, nominees and fiduciaries to send proxies and proxy material to their principals, and the Company will reimburse
them for expenses in so doing. Consistent with the Company's confidential voting procedure, Directors, officers and other regular
employees of the Company, as yet undesignated, may also request the return of proxies by telephone or fax, or in person.

Annual Report

The Annual Report of the Company for the year ended December 31, 2006 will be first mailed to all stockholders with this
proxy statement.

Stockholder Proposals

Stockholder proposals intended to be presented at an annual meeting, including proposals for the nomination of Directors,
must be received by March 31, 2008, to be considered for the 2008 Annual Meeting. Stockholders proposals should be mailed
to Systemax Inc., Attention: Investor Relations, 11 Harbor Park Drive, Port Washington, NY 11050.

Other Matters

The Board of Directors does not know of any matter other than those described in this proxy statement that will be
presented for action at the meeting. If other matters properly come before the meeting, the persons named as proxies intend to
vote the shares they represent in accordance with their judgment.

A COPY OF THE COMPANY'S FORM 10-K FOR THE YEAR ENDED DECEMBER 31, 2006 IS INCLUDED AS
PART OF THE COMPANY’S ANNUAL REPORT PROVIDED WITH THIS PROXY STATEMENT. AN
ADDITIONAL COPY MAY BE OBTAINED WITHOUT CHARGE UPON WRITTEN REQUEST, Such request
should be sent to: SYSTEMAX INC,, 11 Harbor Park Drive, Port Washington, New York 11050, Attention: Investor
Relations or via email to investinfo@systemax.com.

Available Information

The Cempany maintains an internet web site at www.systemax.com. The Company files reports with the Securities and
Exchange Commission and makes available free of charge on or through this web site its annual reports on Form 10-K, quarterly
reports on Form 10-Q and current reports on Form 8-K, including all amendments to those reports. These are available as soon as
is reasonably practicable after they are filed with the SEC. All reports mentioned above are also available from the SEC’s web
site (www.sec.gov). The information on the Company’s web site or any report the Company files with, or furnishes to, the SEC is
not part of this proxy statement.

The Company’s Board of Board of Directors has adopted the following corporate governance documents (the “Corporate
Govemance Documents™):

s Corporate Ethics Policy for officers, directors and employees
*  Charter for the Audit Commitige of the Board of Directors
s Charter for the Compensation Committee of the Board of Directors

23




*  Charter for the Nominating/Corporate Governance Committee of the Board of Directors
»  Corporate Governance Guidelines and Principles

In accordance with the corporate governance rules of the New York Stock Exchange, each of the Corporate Governance

Documents is available on the Company’s Company web site (www.systemax.com) or can be obtained by writing to Systemax
Inc., Attention: Board of Directors (Corporate Governance), 11 Harbor Park Drive, Port Washington, NY 11050.

24




SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-K

(Mark One)
[X] ANNUAL REPORT PURSUANT TO SECTION 13 or 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2006
or
[ 1 TRANSITION REPORT PURSUANT TO SECTION 13 or 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the transition period from to
Commission File Number:
1-13792

Systemax Inc.
(Exact name of registrant as specified in its charter)

Delaware 11-3262067
(State or other jurisdiction of (LR.S. Employer

incorporation or organization) Identification No.)
11 Harbor Park Drive
Port Washington, New York 11050
(Address of principal executive offices, inciuding zip code)

Registrant's telephone number, including area code: (516) 608-7000

Securities registered pursuant to Section 12(b) of the Act:

Name of each exchange on
Title of each class which registered

Common Stock, par value $ .01 per share New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act: NONE

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
Yes[ ]Neo [X]

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.
Yes [ ] Ne [X]

Indicate by check mark whether the registrant (1} has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter pericd that the registrant was required to file such reports),
and (2) has been subject to such filing requirements for the past 90 days. Yes [X]No[]

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not
be contained, to the best knowledge of the registrant, in definitive proxy or information statements incorporated by reference in Part 111
of this Form 10-K or any amendment of this Form 10-K. [ ]

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer (as defined in
Rule 12b-2 of the Exchange Act). Large Accelerated Filer [ ] Accelerated Filer [ ] Non Accelerated Filer [(X]

Indicate by check mark whether the registrant is a shell company (as defined in Exchange Act Rule 12b-2). Yes [ ] No[X]

The aggregate market value of the voting stock held by non-affiliates of the registrant as of June 30, 2006, which is the last business
day of the registrant’s most recently completed second fiscal quarter, was approximately $73,985,207. For purposes of this computation,
all executive officers and directors of the Registrant and all parties to the Stockholders Agreement dated as of June 15, 1995 have been
deemed to be affiliates. Such determination should not be deemed to be an admission that such persons are, in fact, affiliates of the
Registrant.

The number of shares outstanding of the registrant’s common stock as of March 1, 2007 was 35,843,259 shares.

Documents incorporated by reference: Portions of the Proxy Statement of Systemax Inc. relating to the 2007 annual meeting of
stockholders are incorporated by reference in Part 11l hereof.




Part I
Ttemn 1.

Item 1A,
Item 1B.
Item 2.
Item 3.
Item 4,
Part Ii
Item 5.

Item 6.
Item 7.
Item 7A.
Ttem 8.
Item 9.
Item 9A.
Item 9B.
Part 111
Item 10.
Item11.
Item 12.

Item 13.

Item 14,
Part IV

Item 15.

TABLE OF CONTENTS

BBUSITIESS 1.ttt ettt ee et e s sk s e ae Rt e e b e R e RS h e R E s R eE e A s Aa e ba ek s e R et e nE e s e s 2
GGENETAL ..ottt e s er i r e e e e e s ae g h e et e e Re b S e b b n s e ae e 2
PrOAUOLS ...t re e e e s b e een e e bbb 3
Sales and MAarketing .........ccocoiiiriiee ittt 3
Customer Service, Order Fulfillment and Support ..., 5
SUPPHIEIS .1ttt eSS e e s n s 5
Competition and Other Market Factors ...........cooooivivmmei s 5
EIIPIOYEES «..uvtiere e e et rere s sae bttt b bbb a e e bbb e g 6
ENVIFONMENTA] MAHETS 1evveveevierierereeseeereeseeiee e iresecseseeertsscs e s es s ssamssmsre e snssnssaossssasnsanens 6
Financial Information About Foreign and Domestic Operations.........ccccviiiinininicineeenne. 7
Available Information ... s 7

RUSK FACLOTS oottt ettt e b e sh e she s bbb se s smn e e bR n s s e b et os 8

Unresolved Staff COMMENES ..ottt sre st e e re e nemesessee e enae 14

(0] o1 (8T OO OO PRGN 14

Legal Procetings. ..ot e 15

Submission of Matters to a Vote of Security Holders ..o, 16

Market for Registrant's Common Equity and Related Stockholder Matters

OF EQUity SECUIIES. .. ..ooiiieectee ettt a e err e e e e et e e et e st e a s emn e e e snesne st 16
Selected FINancial Data ..........coccvieioiireionice s e resssas s s e ve e e 17
Management's Discussion and Analysis of Financial Condition and Results of Operations... 18
Quantitative and Qualitative Disclosures About Market Risk........c.coocvrvmniiiiiiicin 28
Financial Statements and Supplementary Data ...........ccooveieiiininmiiie 28
Changes in and Disagreements With Accountants on Accounting and Financial Disclosure .28
Controls and ProCeUIES ........cieiiieriee e et e ettt b st b sa e srerr e 29
Other INFOTMAtION c.civircreienrere e et a st et e rs 30
Directors, Executive Officers and Corporate GOVEIMANCE.......c.ocvarrirarenenessieinieresienisnesanns 3
EXCCutive COMPENSATION ..ottt en ettt s e m e s s e s e nra s s tsn s neerees 31
Security Ownership of Certain Beneficial Owners and Management and Related

Stockholder Matters ........ooo i st s 31
Certain Relationships and Related Transactions, and Director Independence ........................ 31
Principal Accountant Fees and Services........covvoiiiicinininone s 31
Exhibits and Financial Statement Schedules ..., 31
SIBIATUIES ..ot s e e e ro e e e st e s e e e n bbb e e s e b b n b a5




PART I

Unless otherwise indicated, all references herein to Systemax Inc. (sometimes referred to as
"Systemax," the "Company" or “we”) include its subsidiaries.

Forward Looking Statements

This report contains forward looking statements within the meaning of that term in the Private
Securities Litigation Reform Act of 1995 (Section 274 of the Securities Act of 1933 and Section 21E of the
Securities Exchange Act of 1934). Additional written or oral forward looking statements may be made by
the Company from time to time, in filings with the Securities and Exchange Commission or otherwise.
Statements contained in this report that are not historical facts are forward looking statements made
pursuant to the safe harbor provisions of the Private Securities Litigation Reform Act of 1995. Forward
looking statements may include, but are not limited to, projections of revenue, income or loss and capital
expenditures, statements regarding future operations, financing needs, compliance with financial
covenants in loan agreements, plans for acquisition or sale of assets or businesses and consolidation of
operations of newly acquired businesses, and plans relating to products or services of the Company,
assessments of materiality, predictions of future events and the effects of pending and possible litigation,
as well as assumptions relating to the foregoing. In addition, when used in this discussion, the words
“anticipates,” “believes,” “estimates,” “expects,” “intends,” and “plans’ and variations thereof and
similar expressions are intended o identify forward looking statements.

LTS LI

Forward looking statements are inherently subject to risks and uncertainties, some of which cannot be
predicted or quantified based on current expectations. Consequently, future events and results could
differ materially from those set forth in, contemplated by, or underlying the forward looking statements
contained in this report. Statements in this report, particularly in “Item 1. Business,” "ltem 14. Risk
Factors,” “Item 3. Legal Proceedings,” “lItem 7. Management’s Discussion and Analysis of Financial
Condition and Results of Operations,” and the Notes to Consolidated Financial Statements describe
certain factors, among others, that could contribute to or cause such differences.

LT

Item 1. Business.
General

Systemax is a direct marketer of brand name and private label products. Our operations are organized
in three primary reportable business segments — Technology Products, Industrial Products and Hosted
Software. Hosted Software became a reportable segment in 2006. Our Technology Products segment sells
computers, computer supplies and consumer electronics which are marketed in North America and
Europe. We assemble our own PCs and sell them under the trademarks Systemax™ and Ultra™. In
addition, we market and sell computers manufactured by other leading companies. Technology products
accounted for 92% of our net sales in 2006. Our Industrial Products segment sells a wide array of material
handling equipment, storage equipment and consumable industrial items which are marketed in North
America. Industrial products accounted for 8% of our net sales in 2006. In both of these product groups
we offer our customers a broad selection of products, prompt order fulfillment and extensive customer
service. Our Hosted Software segment participates in the emerging market for on-demand, web-based
business software applications through the marketing of our PCS ProfitCenter Software™ of hosted
software. See Note 12 to the consolidated financial statements included in Item 15 of this Form 10-K for
additional financial information about our business segments as well as information about our geographic
operations.

The Company was incorporated in Delaware in 1995. Certain predecessor businesses which now
constitute part of the Company have been in business since 1955. Qur headquarters office is located at 11
Harbor Park Drive, Port Washington, New York.




Products

We offer more than 100,000 brand name and private label products. We endeavor to expand and keep
current the breadth of our product offerings in order to fulfill the increasingly wide range of product needs
of our customers.

Our computer sales include Systemax and Ultra PCs as well as offerings of other brand name PCs,
servers and notebook computers, Computer supplies and consumer electronics related products include
supplies such as laser printer toner cartridges and ink jet printer cartridges; media such as recordable disks
and magnetic tape cartridges; peripherals such as hard disks, CD-ROM and DVD drives, printers and
scanners; memory upgrades; data communication and networking equipment; monitors; digital cameras;
plasma and LCD TVs; MP3 and DVD players; PDA’s; and packaged sofiware.

We assemble our Systemax and Ultra brand PCs in our 297,000 square foot, ISO-9001-certified facility
in Fletcher, Ohio. We purchase components and subassemblies from suppliers in the United States as
well as overseas. Certain parts and components for our PCs are obtained from a limited group of
suppliers. We also utilize licensed technology and computer software in the assembly of our PCs. For a
discussion of risks associated with these licenses and suppliers, see Item 1A, “Risk Factors.”

Qur industrial products include storage equipment such as wire and metal shelving, bins and lockers;
light material handling equipment such as hand carts, forklifts and hand trucks; ladders, furniture, small
office machines and related supplies; and consumable industrial products such as first aid items, safety
items, protective clothing and OSHA compliance items.

We began to market our PCS ProfitCenter Software™ suite of business applications in 2004. PCS
ProfitCenter Software™ is a web-based application which is delivered as an on-demand service over the
internet. The product helps companies automate and manage their entire customer life-cycle across
multiple sales channels (internet, call centers, outside salespersons, etc.). We have not recognized any
significant revenues for this service to date.

Sales and Marketing

We market our products to both business customers and individual consumers. Our business customers
include for-profit businesses educational organizations and government entities. We have developed a
proprietary customer and prospect database. We consider our business customers to include the various
individuals who work within an organization rather than just the business itself.

We have established a three-pronged system of direct marketing to business customers, consisting of
relationship marketers, catalog mailings and propriety internet web sites, the combination of which is
designed to maximize sales. Our relationship marketers focus their efforts on our business customers by
establishing a personal relationship between such customers and a Systemax account manager. The goal
of the relationship marketing sales force is to increase the purchasing productivity of current customers
and to actively solicit newly targeted prospects to become customers. With access to the records we
maintain of historical purchasing patterns, our relationship marketers are prompted with product
suggestions to expand customer order values. In the United States, we also have the ability to provide
such customers with electronic data interchange (“EDI”) ordering and customized billing services,
customer savings reports and stocking of specialty items specifically requested by these customers. Our
relationship marketers’ efforts are supported by frequent catalog mailings and e-mail campaigns both of
which are designed to generate inbound telephone sales, and our interactive websites, which allow
customers to purchase products directly over the Internet. We believe that the integration of these three
marketing methods enables us to more thoroughly penetrate our business and government customer base.
Increased internet exposure can lead to more internet-related sales and can also generate more inbound
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telephone sales; just as catalog mailings and email campaigns which feature our websites can result in
greater internet-related sales.

Our growth in net sales continues to be supported by strong growth in sales to individual consumers,
particularly through e-commerce means. To reach our consumer audience, we use methods such as
website campaigns, banner ads and e-mail campaigns. We are able to monitor and evaluate the results of
our various advertising campaigns to enable us to execute them in a cost-effective manner. As part of our
marketing strategy we advertise manufacturers’ mail-in-rebates on many products we sell and, in some
cases, offer our own rebates. We combine our use of e-commerce initiatives with catalog mailings, which
generate calls to inbound sales representatives. These sales representatives use our information systems to
fulfill orders and explore additional customer product needs. Sales to consumers are generally fulfilled
from our own stock, requiring us to carry more inventory than we would for our business customers. We
also periodically take advantage of attractive product pricing by making opportunistic bulk inventory
purchases with the objective of turning them quickly into sales. We have also successfully increased our
sales to individual consumers by using retail outlet stores. We currently have eight such retail locations in
North America and we have four in Europe, which are located in or near one of our existing sales and
distribution centers, thereby minimizing our operating costs. We presently plan to add four more retail
locations in 2007.

E-commerce

The worldwide growth in active internet users has made e-commerce a significant opportunity for
sales growth. In 2006, we had approximately $819 million in internet-related sales, an increase of $169
million, or 26%, from 2005. E-commerce sales represented 34.9% of total revenue in 2006, compared to
30.7% in 2005. The increase in our internet-related sales enables us to leverage our advertising spending,
allowing us to reduce our printed catalog costs while maintaining customer contact.

We  currently operate multiple e-commerce sites, including www.systemaxpc.com,
www. tigerdirect.com,www.tiger.ca,www.globalcomputer.com,www.globalgoved.com,www.infotelusa.com
www.misco.co.uk, www.misco. fr.www.misco.de, www.misco.se, WWW.mISCO. €5, Www.misco.it, www.misco.nl,
www.profitcenter.com and www.globalindustrial.com, and we continually upgrade the capabilities and
performance of these web sites. Our internet sites feature on-line catalogs of thousands of products,
allowing us to offer a wider variety of computer and industrial products than our printed catalogs. Our
customers have around-the-clock, on-line access to purchase products and we have the ability to create
targeted promotions for our customers’ interests. Many of our internet sites also permit customers to
purchase “build to order” PCs configured to their own specifications.

In addition to our own e-commerce web sites, we have partnering agreements with several of the
largest internet shopping and search engine providers who feature our products on their web sites or
provide “click-throughs” from their sites directly to ours. These arrangements allow us to expand our
customer base at an economical cost.

Catalogs

We currently produce a total of 19 full-line and targeted specialty catalogs in North America and
Europe under distinct titles. Our portfolio of catalogs includes such established brand names as
TigerDirect.com™, Global Computer Supplies™, Misco®, HCS Misco™, Global Industrial™,
ArrowStar™ agnd (06™. Full-line computer product catalogs offer products such as PCs, notebooks,
peripherals, computer components, magnetic media, data communication, networking and power
protection equipment, ergonomic accessories, furniture and software. Full-line industrial product catalogs
offer products such as material handling products and industrial supplies. Specialty catalogs contain more
focused product offerings and are targeted to individuals most likely to purchase from such catalogs. We
mail catalogs to both businesses and consumers. In the case of business mailings, we mail our catalogs to
many individuals at a single business location, providing us with muitiple points-of-entry. Our in-house
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staff designs all of our catalogs. In-house catalog production helps reduce overall catalog expense and
shortens catalog production time. This allows us the flexibility to alter our product offerings and pricing
and to refine our catalog formats more quickly. Our catalogs are printed by third parties under fixed
pricing arrangements. The commonality of certain core pages of our catalogs also allows for economies in
catalog production.

As noted above, the increase in our internet-related sales allowed us to reduce the distribution of our
catalogs to 59 million, which was 9.5% fewer than in the prior year. We mailed approximately 41 million
catalogs in North America, a 8% reduction from last year and approximately 18 million catalogs, or 12%
fewer than 2005, were distributed in Europe.

Customer Service, Order Fulfillment and Support

We generally provide toll-free telephone number access to our customers. Certain of our domestic call
centers are linked to provide telephone backup in the event of a disruption in phone service. In addition to
telephone orders, we also receive orders by mail, fax, electronic data interchange and through the internet.

A large number of our products are carried in stock, and orders for such products are fulfilled on a
timely basis directly from our distribution centers, typically on the day the order is received. We operate
out of multiple sales and distribution facilities in North America and Europe. The locations of our
distribution centers enable us to provide our customers next day or second day delivery. Orders are
generally shipped by third-party delivery services in the United States and in Europe. The locations of our
distribution centers in Europe have enabled us to market into four additional countries with limited
incremental investment. We maintain relationships with a number of large distributors in North America
and Europe that also deliver products directly to our customers.

We provide extensive technical telephone support to our Systemax brand PC customers. We maintain
a database of commonly asked questions for our technical support representatives, enabling them to
respond quickly to similar questions. We conduct regular on-site training seminars for our sales
representatives to help ensure that they are well trained and informed regarding our latest product
offerings.

Suppliers

We purchase the majority of our products and components directly from manufacturers and large
wholesale distributors, For the year ended December 31, 2006, Ingram Micro accounted for 12.8% of our
purchases. For the year ended December 31, 2005, no vendor accounted for more than 10% of our
purchases. For the year ended December 31, 2004, Tech Data Corporation accounted for 12.2% and
Ingram Micro Inc. accounted for 10.4% of our purchases. The loss of either of these vendors, or any
other key vendors, could have an adverse effect on us.

Certain private label products are manufactured by third-parties to our specifications. Many of these
private label products have been designed or developed by our in-house product design and development
teams.

Competition and Other Market Factors
Technology Products

The North American and European computer markets are highly competitive, with many U.S., Asian
and European companies vying for market share. There are few barriers of entry to the PC market, with
PCs being sold through the direct market channel, mass merchants, over the internet and by computer and
office supply superstores.
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Timely introduction of new products or product features are critical elements to remaining competitive
in the PC market. Other competitive factors include product performance, quality and reliability, technical
support and customer service, marketing and distribution and price. Some of our competitors have
stronger brand-recognition, broader product lines and greater financial, marketing, manufacturing and
technological resources than us. Additionally, our results could also be adversely affected should we be
unable to maintain our technological and marketing arrangements with other companies, such as
Microsoft®, Intel® and Advanced Micro Devices®.

The North American computer related products market is highly fragmented and characterized by
multiple channels of distribution including direct marketers, local and national retail computer stores,
computer resellers, mass merchants, computer and office supply "superstores” and internet-based
resellers. In Europe, our major competitors are regional or country-specific retail and direct-mail
distribution companies and internet-based resellers.

With conditions in the market for computer related products remaining highly competitive, continued
reductions in retail prices may adversely affect our revenues and profits. Additionally, we rely in part
upon the introduction of new technologies and products by other manufacturers in order to sustain long-
term sales growth and profitability. There is no assurance that the rapid rate of such technological
advances and product development will continue.

Industrial Products

The market for the sale of industrial products in North America is highly fragmented and is
characterized by multiple distribution channels such as retail outlets, small dealerships, direct mail
distribution, internet-based resellers and large warehouse stores. We also face competition from
manufacturers' own sales representatives, who sell industrial equipment directly to customers, and from
regional or local distributors. Many high volume purchasers, however, utilize catalog distributors as their
first source of product. In the industrial products market, customer purchasing decisions are primarily
based on price, product selection, product availability, level of service and convenience. We believe that
direct marketing via catalog, the internet and sales representatives is an effective and convenient
distribution method to reach mid-sized facilities that place many small orders and require a wide selection
of products. In addition, because the industrial products market is highly fragmented and generally less
brand oriented, it is well suited to private label products.

Employees

As of December 31, 2006, we employed a total of 3,287 employees, including 2,961 full-time and 326
part-time employees, of whom 2,119 were in North America and 1,168 were in Europe.

Environmental Matters

Under various national, state and local environmental laws and regulations in North America and
Europe, a current or previous owner or operator (including the lessee) of real property may become liable
for the costs of removal or remediation of hazardous substances at such real property. Such laws and
regulations often impose liability without regard to fault. We lease most of our facilities. In connection
with such leases, we could be held liable for the costs of removal or remedial actions with respect to
hazardous substances. Although we have not been notified of, and are not otherwise aware of, any
material environmental liability, claim or non-compliance, there can be no assurance that we will not be
required to incur remediation or other costs in connection with environmental matters in the future.




Financial Information About Foreign and Domestic Operations

We conduct our business in North America (the United States and Canada) and Europe.
Approximately 37.5% of our net sales for the year ended December 31, 2006 were made by subsidiaries
located outside of the United States. For information pertaining to our international operations, see Note
12, “Segment and Related Information,” to the consolidated financial statements included in Item 15 of
this Form 10-K. The following sets forth selected information with respect to our operations in those two
geographic markets (in thousands):

Europe North America Total

2006

Net sales $743,906 $1,601,259 $2,345,165
Income from operations $16,459 $45,445 361,904
Identifiable assets $157,710 $426,451 $584,161
2005

Net sales $694,637 $1,420,881 $2,115,518
Income (loss) from operations $(4,603) $39,412 $34,809
Identifiable assets $142,174 $362,370 $504,544
2004

Net sales $695,695 $1,232,452 $1,928,147
Income (loss) from operations $(12,376) $31,375 $18,999
Identifiable assets $169,912 $313,284 $483,196

See Item 7, Management’s Discussions and Analysis of Financial Condition and Results of
Operations, for further information with respect to our operations.

Available Information

We maintain an internet web site at www.systemax.com. We file reports with the Securities and
Exchange Commission and make available free of charge on or through this web site our annual reports
on Form 10-K, quarterly reports on Form 10-Q and current reports on Form 8-K, including ail
amendments to those reports. These are available as soon as is reasonably practicable after they are filed
with the SEC. All reports mentioned above are also available from the SEC’s web site (www.sec.gov).
The information on our web site is not part of this or any other report we file with, or furnish to, the SEC.

Our Board of Directors has adopted the following corporate governance documents with respect to the
Company (the “Corporate Governance Documents™):

Corporate Ethics Policy for officers, directors and employees

Charter for the Audit Committee of the Board of Directors

Charter for the Compensation Committee of the Board of Directors

Charter for the Nominating/Corporate Governance Committee of the Board of Directors
Corporate Governance Guidelines and Principles

In accordance with the corporate governance rules of the New York Stock Exchange, each of the
Corporate Governance Documents is available on our Company web site (www.systemax.com) or can be
obtained by writing to Systemax Inc., Attention: Board of Directors (Corporate Governance}), 11 Harbor
Park Drive, Port Washington, NY 11050.




Item 1A. Risk Factors.

There are a number of factors and variables described below that may affect our future results of
operations and financial condition. Other factors of which we are currently not aware or that we currently
deem immaterial may also affect our results of operations and financial position.

Risks Related to Our Industry

»  Economic conditions have affected and could continue to adversely affect our revenues and
profits.

Both we and our customers are subject to global political, economic and market conditions,
including inflation, interest rates, energy costs, the impact of natural disasters, military action
and the threat of terrorism. Our consolidated results of operations are directly affected by
economic conditions in North America and Europe. We may experience a decline in sales as a
result of poor economic conditions and the lack of visibility relating to future orders. Our
results of operations depend upon, among other things, our ability to maintain and increase
sales volumes with existing customers, our ability to attract new customers and the financial
condition of our customers. A decline in the economy that adversely affects our customers,
causing them to limit or defer their spending, would likely adversely affect us as well. We
cannot predict with any certainty whether we will be able to maintain or improve upon
historical sales volumes with existing customers, or whether we will be able to attract new
customers,

In response to economic and market conditions, from time to time we have undertaken
initiatives to reduce our cost structure where appropriate. The initiatives already implemented
as well as any future workforce and facilities reductions undertaken may not be sufficient to
meet the changes in economic and market conditions and to achieve future profitability. In
addition, costs actually incurred in connection with our restructuring actions may be higher than
our estimates of such costs and/or may not lead to the anticipated cost savings.

o [ncreased costs associated with corporate governance compliance may impact our resuits of
operafions.

As a public company, we incur significant legal, accounting and other expenses that we would
not incur as a private company. In addition, the Sarbanes-Oxley Act of 2002, as well as rules
subsequently implemented by the Securities and Exchange Commission and listing
requirements subsequently adopted by the New York Stock Exchange in response to Sarbanes-
Oxley, have required changes in corporate governance practices of public companies. These
developments have already substantially increased our legal compliance, auditing and
financial reporting costs and made them more time consuming. We anticipate that the
Company will be subject to the requirements of Section 404 of the Sarbanes-Oxley Act as of
December 31, 2007, and that costs will further increase and make some compliance activities
more time consuming. These developments may make it more difficult and more expensive for
us to obtain directors’ and officers’ liability insurance and we may be required to accept
reduced coverage or incur substantially higher costs to obtain coverage, possibly making it
more difficult for us to attract and retain qualified members of our board of directors,
particularly to serve on our audit commitice. We presently cannot estimate the tirmng or
magnitude of additional costs we may incur as a result of the implementation of Section 404 of
the Sarbanes-Oxley Act; however, to the extent these costs are significant, our general and
administrative expenses are likely to increase as a percentage of revenue and our results of
operations will be negatively impacted.




Competitive pressures could harm our revenue and gross margin.

We may not be able to compete effectively with current or future competitors. The markets for
our products and services are intensely competitive and subject to constant technological
change. We expect this competition to further intensify in the future. Competitive factors
include price, availability, service and support. We compete with a wide variety of other
reseliers and retailers, as well as manufacturers. Some of our competitors are larger companies
with greater financial, marketing and product development resources than ours. In addition,
new competitors may enter our markets. This may place us at a disadvantage in responding to
competitors' pricing strategies, technological advances and other initiatives, resulting in our
inability to increase our revenues or maintain our gross margins in the future.

In many cases our products compete directly with those offered by other manufacturers and
distributors. If any of our competitors were to develop products or services that are more cost-
effective or technically superior, demand for our product offerings could decrease.

Our gross margins are also dependent on the mix of products we sell and could be adversely
affected by a continuation of our customers’ shift to lower-priced products. As do most other
companies in the technology products industry, we advertise manufacturers’ mail-in rebates on
many products we sell and, in some cases, offer our own rebates. We process these rebates
through third party vendors and in house. If we are unable to fulfill these rebates in a timely and
satisfactory manner, our reputation in the marketplace could be negatively impacted.

State and local sales tax collection may affect demand for our products.

Our United States subsidiaries collect and remit sales tax in states in which the subsidiaries
have physical presence or in which we believe nexus exists which obligates us to collect sales
tax. Other states may, from time to time, claim that we have state-related activities constituting
a sufficient nexus to require such collection. Additionally, many other states seek to impose
sales tax collection obligations on companies that sell goods to customers in their state, or
directly to the state and its political subdivisions, even without a physical presence. Such
efforts by states have increased recently, as states seek to raise revenues without increasing the
tax burden on residents. We rely on United States Supreme Court decisions which hold that,
without Congressional authority, a state may not enforce a sales tax collection obligation on a
company that has no physical presence in the state and whose only contacts with the state are
through the use of interstate commerce such as the mailing of catalogs into the state and the
delivery of goods by mail or common carrier. We cannot predict whether the nature or level
of contacts we have with a particular state will be deemed enough to require us to collect sales
tax in that state nor can we be assured that Congress or individual states will not approve
legislation authorizing states to impose tax collection obligations on all direct mail and/or e-
commerce transactions. A successful assertion by one or more states that we should collect
sales tax on the sale of merchandise could result in substantial tax liabilities related to past
sales and would result in considerable administrative burdens and costs for us and may reduce
demand for our products from customers in such states when we charge customers for such
taxes.

Business disruptions could adversely impact our revenue and financial condition.

We insure for certain property and casualty risks consisting primarily of physical loss to
property, business interruptions resulting from property losses, workers' compensation,
comprehensive general liability, and auto liability. Insurance coverage is obtained for
catastrophic property and casualty exposures as well as those risks required to be insured by
law or contract. Although we believe that our insurance coverage is reasonable, significant
events such as acts of war and terrorism, economic conditions, judicial decisions, legislation,
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natural disasters and large losses could materially affect our insurance obligations and future
expense.

Changes in financial accounting standards may affect our results of operations.

A change in accounting standards or practices can have a significant effect on our reported
results of operations. New accounting pronouncements and interpretations of existing
accounting rules and practices have occurred and may occur in the future. Changes to existing
rules, such as the implementation of Financial Accounting Standard Board Interpretation No.
48 (“Fin 48™) “Accounting for Uncertainty in Income Taxes (an interpretation of FASB
Statement No. 109)”, may adversely affect our reported financial results. Fin 48 which is
effective for fiscal years beginning after December 15, 2006, was issued to clarify the
accounting for uncertainty in income taxes recognized in the financial statements by
prescribing a recognition threshold and measurement attribute for the financial statement
recognition and measurement of a tax position taken or expected to be taken in a tax return.
The Company is currently evaluating the potential impact, if any, of this pronouncement.

Risks Related to Our Company

We may not be able to comply with Section 404 of the Sarbanes-Oxley Act of 2002.

For the year ended December 31, 2006, we were not subject to the internal controls certification
and attestation requirements of Section 404 of the Sarbanes-Oxley Act of 2002 because we were
not an accelerated filer as defined by the SEC. For the year ended December 31, 2007, we will
be subject to the requirements of Section 404 that management provide an assessment of the
effectiveness of the Company’s internal control over financial reporting and the Company’s
independent registered public accounting firm will be required to audit that assessment.

We are working to achieve compliance with the requirements of Section 404. We will be
dedicating substantial time and resources to documentation and review of our procedures and
we will have to devote substantial time and resources to this effort in 2007. We may also need
to engage outside consultants to assist us. We have not completed this process or its assessment,
due to the complexities of our decentralized structure, the number of accounting systems in use,
and the lack of qualified personnel to devote to the process. In addition to the significant
deficiencies reported as of December 31, 2006 discussed under the caption “Disclosure Controls
and Procedures” in Item 9A. Controls and Procedures; we have identified numerous other
internal control deficiencies that may affect the timeliness and accuracy of recording
transactions and which, individually or in the aggregate, could become material weaknesses in
future periods if not remediated. If we are not successful in complying with Section 404 of the
Sarbanes-Oxley Act of 2002, we could lose the confidence of our investors.

In the past we have been late filing our required financial reports. Any such delays in the
Sfuture could affect the trading of our stock.

We were late in the filing of our 2005 quarterly and annual reports and our 2006 quarterly
reports required under the Securities Exchange Act of 1934. Failure to file required reports on
a timely basis could result in the de-listing of the Company’s common stock by the New
York Stock Exchange. If we do not file our required annual and quarterly financial statements
in the prescribed time frames we would also be ineligible to file certain registration
staternents and couid be subject to SEC enforcement action.
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Our success is dependent upon the availability of credit and financing.

We require significant levels of capital in our business to finance accounts receivable and
inventory. We maintain credit facilities in the United States and in Europe to finance increases
in our working capital if available cash is insufficient. The amount of credit available to us at
any point in time may be adversely affected by the quality or value of the assets collateralizing
these credit lines. In addition, if we are unable to renew or replace these facilities at maturity
our liquidity and capital resources may be adversely affected. However, we currently have no
reason to believe that we will not be able to renew or replace our facilities when they reach
maturity.

We have substantial international operations and we are exposed to fluctuations in currency
exchange rates and political uncertainties.

We operate internationaily and as a result, we are subject to risks associated with doing
business globally. Risks inherent to operating overseas include:

Changes in a country’s economic or political conditions
Changes in foreign currency exchange rates

Difficulties with staffing and managing international operations
Unexpected changes in regulatory requirements

For example, we currently have operations located in nine countries outside the United States,
and non-U.S. sales (Europe and Canada) accounted for 37.5% of our revenue during 2006. To
the extent the U.S. dollar strengthens against the Euro and British pound, our European
revenues and profits will be reduced when translated into U.S. dollars,

Sales to individual consumers exposes us to credit card fraud, which could adversely affect our
business.

Failure to adequately control fraudulent credit card transactions could increase our expenses.
Increased sales to individual consumers, which are more likely to be paid for using a credit
card, increases our exposure to fraud. We employ technology solutions to help us detect the
fraudulent use of credit card information. However, if we are unable to detect or control credit
card fraud, we may in the future suffer losses as a result of orders placed with fraudulent credit
card data, which could adversely affect our business.

We are exposed to inventory risks.

A substantial portion of our inventory is subject to risk due to technological change and
changes in market demand for particular products. If we fail to manage our inventory of older
products we may have excess or obsolete inventory. We may have limited rights to return
purchases to certain suppliers and we may not be able to obtain price protection on these
items. The elimination of purchase return privileges and lack of availability of price protection
could lower our gross margin or result in inventory write-downs.

We also take advantage of atiractive product pricing by making opportunistic bulk inventory
purchases; any resulting excess and/or obsolete inventory that we are not able to re-sell could
have an adverse impact on our results of operations. Any inability to make such bulk inventory
purchases may significantly impact our sales and profitability.

Our income tax rate and the value of our deferred tax assets are subject to change.
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Changes in our income tax expense due to changes in the mix of U.S. and non-U.S. revenues
and profitability, changes in tax rates or exposure to additional income tax liabilities could
affect our profitability. We are subject to income taxes in the United States and various foreign
jurisdictions. Qur effective tax rate could be adversely affected by changes in the mix of
earnings in countries with differing statutory tax rates, changes in the valuation of deferred tax
assets and liabilities, changes in tax laws or by material audit assessments. The carrying value
of our deferred tax assets, which are primarily in the United States and the United Kingdom, is
dependent on our ability to generate future taxable income in those jurisdictions. Our United
Kingdom deferred tax assets currently have a full valuation allowance. In addition, the amount
of income taxes we pay is subject to ongoing audits in various jurisdictions and a material
assessment by a tax authority could affect our profitability.

Our reliance on information and communications technology requires significant expenditures
and entails risk.

We rely on a variety of information and telecommunications systems in our operations. Our
success is dependent in large part on the accuracy and proper use of our information systems,
including our telecommunications systems. To manage our growth, we continually evaluate
the adequacy of our existing systems and procedures. We anticipate that we will regularly
need to make capital expenditures to upgrade and modify our management information
systems, including software and hardware, as we grow and the needs of our business change.
The occurrence of a significant system failure, electrical or telecommunications outages or our
failure to expand or successfully implement new systems could have a material adverse effect
on our results of operations.

Our information systems networks, including our web sites, and applications could be
adversely affected by viruses or worms and may be vulnerable to malicious acts such as
hacking. Although we take preventive measures, these procedures may not be sufficient to
avoid harm to our operations, which could have an adverse effect on our results of operations.

We are dependent on third-party suppliers.

We purchase a significant portion of our computer products from major distributors such as
Tech Data Corporation and Ingram Micro Inc. and directly from large manufacturers such as
Hewlett Packard and Acer, who may deliver those products directly to our customers. These
relationships enable us to make available to our customers a wide selection of products
without having to maintain large amounts of inventory. The termination or interruption of our
relationships with any of these suppliers could materially adversely affect our business.

Our PC products contain electronic components, subassemblies and software that in some
cases are supplied through sole or limited source third-party suppliers, some of which are
located outside of the U.S. Although we do not anticipate any problems procuring supplies in
the near-term, there can never be any assurance that parts and supplies will be available in a
timely manner and at reasonable prices. Any loss of, or interruption of supply, from key
suppliers may require us to find new suppliers. This could result in production or development
delays while new suppliers are located, which could substantially impair operating results. If
the availability of these or other components used in the manufacture of our products was to
decrease, or if the prices for these components were to increase significantly, operating costs
and expenses could be adversely affected.

We purchase a number of our products from vendors outside of the United States. Difficulties

encountered by one or several of these suppliers could halt or disrupt production and delay
completion or cause the cancellation of our orders. Delays or interruptions in the transportation
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network could result in loss or delay of timely receipt of product required to fulfill customer
orders.

Many product suppliers provide us with co-op advertising support in exchange for featuring
their products in our catalogs and on our internet sites. Certain suppliers provide us with other
incentives such as rebates, reimbursements, payment discounts, price protection and other
similar arrangements. These incentives are offset against cost of goods sold or selling, general
and administrative expenses, as applicable. The level of co-op advertising support and other
incentives received from suppliers may decline in the future, which could increase our cost of
goods sold or selling, general and administrative expenses and have an adverse effect on
results of operations and cash flows.

o We may encounter risks in connection with sales of our web-hosted software application.

In 2004, we introduced our web-based and hosted, on-demand software suite of products,
marketed as PCS ProfitCenter Software™. We have a limited operating history with this type
of product offering and may encounter risks inherent in the software industry, including but
not limited to:

Failure to implement effective general and application controls

Errors or security flaws in our product

Technical difficulties which we can not resolve on a timely or cost-effective basis,
Inability to provide the level of service we commit to

Inability to deliver product upgrades and enhancements

Delays in development

Inability to hire and retain qualified technical personnel

Impact of privacy laws on the use of our product

Exposure to claims of infringement of intellectual property rights

® Restrictions and covenants in our credit facility may limit our ability to enter into certain
transactions.

Our United States/United Kingdom combined revolving credit agreement contains covenants
restricting or limiting our ability to, among other things:

incur additional debt

create or permit liens on assets

make capital expenditures or investments
pay dividends

If we fail to comply with the covenants and other requirements set forth in the agreement, we
will have to negotiate a waiver agreement with the lenders. Failure to enter into such a waiver
agreement could adversely affect the availability of financing to us which could materially
impact our operations.

Other factors that may affect our future results of operations and financial condition include, but are
not limited to, unanticipated developments in any one or more of the following areas, as well as other
factors which may be detailed from time to time in our Securities and Exchange Commission filings:

o the effect on us of volatility in the price of paper and periodic increases in postage rates

o significant changes in the computer products retail industry, especially relating to the
distribution and sale of such products

¢ timely availability of existing and new products
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e risks involved with e-commerce, including possible loss of business and customer
dissatisfaction if outages or other computer-related problems should preclude customer
access to us

o risks associated with delivery of merchandise to customers by utilizing common delivery
services such as the United States Postal Service and United Parcel Service, including
possible strikes and contamination

s borrowing costs or availability

¢ pending or threatened litigation and investigations

¢ the availability of key personnel

Readers are cautioned not to place undue reliance on any forward looking statements contained in this
report, which speak only as of the date of this report. We undertake no obligation to publicly release the

result of any revisions to these forward looking statements that may be made to reflect events or
circumstances after the date hereof or to reflect the occurrence of unexpected events.

Item 1B. Unresolved Staff Comments.
None.
Item 2. Properties.

Our primary facilities, which are leased except where otherwise indicated, are as follows:

Facility Location Approximate  Expiration
Square Feet of Lease
Headquarters, Sales and Distribution Center (1) Port Washington, NY 86,000 2007
Sales and Distribution Center Buford, GA 647,000 2021
Sales and Distribution Center Naperville, IL 330,000 2026
PC Assembly, Sales and Distribution Center Fletcher, OH 297,000 Owned
Sales and Administrative Center Miami, FL 80,000 2010
Distribution Center Las Vegas, NV 90,000 2010
Sales Center Markham, Ontario 22,000 2013
Sales and Distribution Center Vermeres le Buisson, France 48,000 2010
Sales and Distribution Center Frankfiirt, Germany 92,000 2013
Sales and Distribution Center Madrid, Spain 38,000 @
Sales and Distribution Center Milan, Italy 102,000 2009
Sales and Distribution Center Greenock, Scotland 78,000 Owned
European Headquarters and Sales Center Wetlingborough, England 75,000 Owned
Sales Center Amstelveen, Netherlands 21,000 2007
Sales and Distribution Center Lidkoping, Sweden 20,000 2008

(1) For information about this facility, leased from related parties, see Item 13 --"Certain Relationships and Related

Transactions"

(2) Terminable upon two months prior written rotice.




We also lease space for other smaller offices and retail stores in the United States, Canada and Europe
and certain additional facilities leased by the Company are subleased to others.

For further information regarding our lease obligations, see Note 11 to the Consolidated Financial
Statements.

Item 3. Legal Proceedings.

Systemax is a party to various pending legal proceedings and disputes arising in the normal course of

| business, including those involving commercial, employment, tax and intellectual property related claims,

none of which, in management’s opinion, is anticipated to have a material adverse effect on our
consolidated financial statements.
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Item 4. Submission of Matters to a Vote of Security Holders.

None.

PART II

Item 5. Market for Registrant's Common Equity and Related Stockholder Matters

Systemax common stock is traded on the New York Stock Exchange under the symbol "SYX." The
following table sets forth the high and low closing sales price of our common stock as reported on the

New York Stock Exchange for the periods indicated.

2006

FAMSt QUATTET ....cociiii s
Second QUATET.......cccoviiviciertec e

THIEd QUATET....covieerei i sinreseerarsrerneserassasenrseneras
Fourth quarter................coi s

2005

FIrst QUATTET ..o.vvviviieeeieeriecreeiersreesnessnnesiesrsissrsersssessan saessnsannaneas
Second quarter.................
Third QUATTET.....c.viiiiiiiiricitenre e st e e e e ennenas
Fourth quarter

High
$7.33

7.99
16.02
18.80

Low

$6.23
5.87
7.25
9.93

Low

$5.16
5.58
6.51
5.65

On December 31, 2006, the last reported sale price of our common stock on the New York Stock
Exchange was $17.45 per share. As of December 31, 2006, we had 235 shareholders of record.

On March 14, 2007, the Company’s Board of Directors declared a special dividend of $1.00 per
share payable on April 12, 2007 to shareholders of record on April 2, 2007. This special dividend will be
the first dividend we have paid since our initial public offering. Depending in part upon profitability, the
strength of our balance sheet, our cash position and the need to retain cash for the development and
expansion of our business, we may decide to pay a special dividend in the future, but we have no present

plans of doing so.




Item 6. Selected Financial Data.

The following selected financial information is qualified by reference to, and should be read in conjunction
with, the Company's Consolidated Financial Statements and the notes thereto, and "Management's Discussion
and Analysis of Financial Condition and Results of Operations" contained ¢lsewhere in this report. The selected
statement of operations data for the years ended December 31, 2006, 2005 and 2004 and the selected balance
sheet data as of December 31, 2006 and 2005 are derived from the audited consolidated financial statements
which are included elsewhere in this report. The selected balance sheet data as of December 31, 2004, 2003 and
2002 and the selected statement of operations data for the years ended December 31, 2003 and 2002 are derived
from the audited consolidated financial statements of the Company which are not included in this report.

Years Ended December 31

{In millions, except per common share data
and number of catalog titles)
2006 2005 2004* 2003* 2002+

Statement of Operations Data:
Net sales $2,345.2 82,1155  $1,928.1  $1,655.7  $1,551.9
Gross profit $342.9 $307.3 $286.5 $264.9 $266.3
Selling, general & administrative expenses $281.0 $268.3 $260.1 $251.5 $256.1
Restructuring and other charges - $4.2 $74 1.7 $17.3
Income (loss) from operations $61.9 $34.8 $19.0 §9.2 $(7.0)
Provision (benefit) for income taxes $24.5 $21.4 36.4 $4.4 $(0.8)
Income (loss) before cumulative effect of change in accounting

principle, net of tax $45.1 $i1.4 $10.2 $3.2 $(7.4)
Cumulative effect of change in accounting principle, net of tax - - - - $(51.0)
Net income (loss) $45.1 $11.4 $10.2 $32 $(58.4)
Per Share Amounts:
Income (loss) before cumulative effect of change in accounting

principle, net of tax, basic $1.29 $.33 $.30 $.09 (.21}
Cumulative effect of change in accounting principle, net of tax, basic - - - - $(1.50)
Net income (loss), basic $1.29 $33 $.30 $.09 $(1.7D)
Income (loss) before cumulative effect of change in accounting

principle, net of tax, diluted $1.22 $.31 $.29 $.09 3.2
Cumulative effect of change in accounting principle, net of tax, diluted - - - - $(1.50)
Net income (loss), diluted 51.22 $.31 $.29 $.09 3(L.7D)
Weighted average common shares outstanding:
Basic 35.0 346 34.4 342 34.1
Dituted 36.9 36.5 355 349 34.1
Selected Operating Data:
Orders entered 7.2 6.2 5.2 4.4 4.0
Number of catalogs distributed 59 66 88 97 106
Number of catalog titles 19 22 22 30 37
Balance Sheet Data:
Working capital $229.4 $169.8 $148.0 $144.1 $132.0
Total assets $584.1 $504.5 $483.2 $445.3 $436.6
Short-term debt $12.8 $26.8 $25.0 $20.8 5212
Long-term debt, excluding current portion $5 $8.0 $8.6 $18.4 $17.5
Shareholders’ equity $289.5 $232.8 $222.6 $208.6 $200.6

* As previously restated — see Note 2 to the consolidated financial statements.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

Overview

We are a direct marketer of brand name and private label products. Our operations are organized in
two primary reportable segments — Technology Products and Industrial Products. Our Technology
Products segment markets personal desktop computers, notebook computers and computer supplies and
consumer electronics related products in North America and Europe. We assemble our own PCs and sell
them under our own trademarks, which we believe gives us a competitive advantage. We also sell
personal computers manufactured by other leading companies. Our Industrial Products segment markets
material handling equipment, storage equipment and consumable industrial items in North America. We
offer more than 100,000 products and continuously update our product offerings to address the needs of
our customers, which include large, mid-sized and small businesses, educational and government entities
as well as individual consumers. We reach customers by multiple channels, utilizing relationship
marketers, e-commerce web sites, mailed catalogues and retail outlet stores. We also participate in the
emerging market for on-demand, web-based software applications through the marketing of our PCS
ProfitCenter Software™ suite of hosted software, which we began during 2004, and in which we have not
yet recognized significant revenues and have incurred considerable losses to date. Technology Products
related products account for 92% of our net sales, and, as a result, we are dependent on the general
demand for information technology products and consumer electronics.

The market for computer products is subject to intense price competition and is characterized by
narrow gross profit margins. The North American industrial products market is highly fragmented and we
compete against multiple distribution channels. Distribution of information technology and our industrial
products is working capital intensive, requiring us to incur significant costs associated with the
warehousing of many products, including the costs of leasing warchouse space, maintaining inventory
and inventory management systems, and employing personnel to perform the associated tasks. We
supplement our on-hand product availability by maintaining relationships with major distributors and
manufacturers, utilizing a combination of stocking and drop-shipment fulfillment.

The primary component of our operating expenses historically has been employee related costs, which
includes items such as wages, commissions, bonuses, and employee benefits. We have made substantial
reductions in our workforce and closed or consolidated several facilities over the past several years. In
response to poor economic conditions in the United States, we implemented a plan in the first quarter of
2004 to streamline our United States computer business. This plan consolidated duplicative back office
and warehouse operations, which resulted in annual savings of approximately $8 million excluding
severance and other restructuring costs of approximately $3 million, which were recognized in fiscal
2004. With evidence of a prolonged economic downturn in Europe, we took measures to align our cost
structure with expected potentially lower revenues and decreasing gross margins, initiating several cost
reduction plans there during 2004 and 2005. Actions taken in 2005 to increase efficiency and profitability
in our European operations resulted in the elimination of approximately 240 positions, and resulted in
approximately $6.0 million in annual savings excluding severance and restructuring costs of
approximately $3.7 million, which were recognized in fiscal 2005, OQur restructuring actions and other
cost savings measures implemented over the last several years resulted in reducing our consolidated
selling, general and administrative expenses from 16.5% of net sales in 2002 to 12.0% of net sales in
2006. We will continue to monitor our costs and evaluate the need for additional actions.

Critical Accounting Policies and Estimates

Our significant accounting policies are described in Note 1 to the consolidated financial statements.
The policies below have been identified as critical to our business operations and understanding the
results of operations. Certain accounting policies require the application of significant judgment by
management in selecting the appropriate assumptions for calculating financial estimates. By their nature,
these judgments are subject to an inherent degree of uncertainty, and as a result, actual results could differ
from those estimates. These judgments are based on historical experience, observation of trends in the
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industry, information provided by customers and information available from other outside sources, as
appropriate.  Management believes that full consideration has been given to all relevant circumstances
that we may be subject to, and the consolidated financial statements of the Company accurately reflect
management's best estimate of the consolidated results of operations, financial position and cash flows of
the Company for the years presented. Actual results may differ from these estimates under different
conditions or assumptions.

Revenue Recognition. We recognize product sales when persuasive evidence of an order arrangement
exists, delivery has occurred, the sales price is fixed or determinable and collectibility is reasonably
assured. Generally, these criteria are met at the time of receipt by customers when title and risk of loss
both are transferred. Sales are shown net of returns and allowances, rebates and sales incentives.
Reserves for estimated returns and allowances are provided when sales are recorded, based on historical
experience and current trends.

Accounts Receivable and Allowance for Doubtful Accounts. We record an allowance for doubtful
accounts to reflect our estimate of the collectibility of our trade accounts receivable. We evaluate the
collectibility of accounts receivable based on a combination of factors, including an analysis of the age of
customer accounts and our historical experience with accounts receivable write-offs. The analysis also
includes the financial condition of a specific customer or industry, and general economic conditions. In
circumstances where we are aware of customer charge-backs or a specific customer's inability to meet its
financial obligations, a specific reserve for bad debts applicable to amounts due to reduce the net
recognized receivable to the amount management reasonably believes will be collected is recorded. In
those situations with ongeing discussions, the amount of bad debt recognized is based on the status of the
discussions. While bad debt allowances have been within expectations and the provisions established,
there can be no guarantee that we will continue to experience the same allowance rate we have in the past.

Inventories. We value our inventories at the lower of cost or market, cost being determined on the first-
in, first-out method. Reserves for excess and obsolete or unmarketable merchandise are provided based on
historical experience, assumptions about future product demand and market conditions. If market
conditions are less favorable than projected or if technological developments result in accelerated
obsolescence, additional write-downs may be required. While obsolescence and resultant markdowns
have been within expectations, there can be no guarantee that we will continue to experience the same
level of markdowns we have in the past.

Long-lived Assets. Management exercises judgment in evaluating our long-lived assets for impairment.
We believe we will generate sufficient undiscounted cash flow to more than recover the investments
made in property, plant and equipment. Our estimates of future cash flows involve assumptions
concerning future operating performance and economic conditions. While we believe that our estimates
of future cash flows are reasonable, different assumptions regarding such cash flows could materially
affect our evaluations.

Accruals. Management exercises judgment in estimating various period end liabilities such as costs
related to vendor drop shipments, sales returns and allowances, cooperative advertising and customer
rebate reserves, and other vendor and employee related costs. While we believe that these estimates are
reasonable, any significant deviation of actual costs as compared to these estimates could have a material
impact on the Company’s financial statements.

Income Taxes. We are subject to taxation from federal, state and foreign jurisdictions and the
determination of our tax provision is complex and requires significant management judgment.
Management judgment is also applied in the determination of deferred tax assets and habilities and any
valuation allowances that might be required in connection with our ability to realize deferred tax assets.

Since we conduct operations in numerous US states and internationally, our effective tax rate has and will

continue to depend upon the geographic distribution of our pre-tax income or losses among locations with

varying tax rates and rules. As the geographic mix of our pre-tax results among various tax jurisdictions
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changes, the effective tax rate may vary from period to period. We are also subject to periodic
examination from domestic and foreign tax authorities regarding the amount of taxes due. These
examinations include questions regarding the timing and amount of deductions and the allocation of
income among various tax jurisdictions. We have established, and periodically reevaluate, an estimated
income tax reserve on our consolidated balance sheet to provide for the possibility of adverse outcomes in
income tax proceedings. While management believes that we have identified all reasonably identifiable
exposures and that the reserve we have established for identifiable exposures is appropriate under the
circumstances, it is possible that additional exposures exist and that exposures may be settled at amounts
different than the amounts reserved.

We recognize deferred tax assets and liabilities for the effect of temporary differences between the book
and tax bases of recorded assets and liabilities and for tax loss carry forwards. The realization of net
deferred tax assets is dependent upon our ability to generate sufficient future taxable income. Where it is
more likely than not that some portion or all of the deferred tax asset will not be realized, we have
provided a valuation allowance. If the realization of those deferred tax assets in the future is considered
more likely than not, an adjustment to the deferred tax assets would increase net income in the period
such determination is made. In the event that actual results differ from these estimates or we adjust these
estimates in future periods, an adjustment to the valuation allowance may be required, which could
materially affect our consolidated financial position and results of operations.

Restructuring charges. We have taken restructuring actions, and may commence further restructuring
activities which result in recognition of restructuring charges. These actions require management to make
judgments and utilize significant estimates regarding the nature, timing and amounts of costs associated
with the activity. When we incur a liability related to a restructuring action, we estimate and record all
appropriate expenses, including expenses for severance and other employee separation costs, facility
consolidation costs (including estimates of sublease income), lease cancellations, asset impairments and
any other exit costs. Should the actual amounts differ from our estimates, the amount of the restructuring
charges could be impacted, which could materially affect our consolidated financial position and results
of operations.

Recently Adopted and Newly Issued Accounting Pronouncements

Effective January 1, 2006, the Company adopted the provisions of SFAS 123(R), using the modified-
prospective-transition method. Under that transition method, compensation cost recognized for the year
ended December 31, 2006 includes: (a) compensation cost for all share-based payments granted prior to,
but not yet vested as of January 1, 2006, based on the grant-date fair value estimated in accordance with
the original provisions of SFAS 123, and (b) compensation cost for the vested portion of share-based
payments granted subsequent to January 1, 2006, based on the grant-date fair value estimated in
accordance with the provisions of SFAS 123(R). Results for prior periods have not been restated.

The fair value of employee share options is recognized in expense over the vesting period of the options,
using the graded attribution method. The fair value of employee share options is determined on the date
of grant using the Black-Scholes option pricing model. The Company has used historical volatility in its
estimate of expected volatility. The expected life represents the period of time (in years) for which the
options granted are expected to be outstanding. The Company used the simplified method for determining
expected life as permitted in SEC Staff Accounting Bulletin 107 for options qualifying for such treatment
(“plain-vanilla” options) due to the limited history the Company currently has with option exercise
activity. The risk-free interest rate is based on the U.S. Treasury yield curve.

In June 2006, the FASB ratified the consensus reached by the EITF on Issue No. 06-3, “How Taxes
Collected from Customers and Remitted to Governmental Authorities Should Be Presented in the Income
Statement (That Is, Gross versus Net Presentation).” The consensus requires disclosure of either the gross
or net presentation, and any such taxes reported on a gross basis should be disclosed in the interim and
annual financial statements. This Issue is effective for financial reporting periods beginning after
December 15, 2006. The Company does not expect to change its presentation of such taxes, as its sales
are currently recorded net of tax.
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In June 2006, the Financial Accounting Standards Board (“FASB”) issued FASB Interpretation No. 48
“Accounting for Uncertainty in Income Taxes (an interpretation of FASB Statement No. 109)”, which is
effective for fiscal years beginning after December 15, 2006. This interpretation was issued to clarify the
accounting for uncertainty in income taxes recognized in the financial statements by prescribing a
recognition threshold and measurement attribute for the financial statement recognition and measurement
of a tax position taken or expected to be taken in a tax return, The Company is currently evaluating the
potential impact, if any, of this pronouncement.

In September 2006, the SEC issued Staff Accounting Bulletin No. 108 (“SAB 108"} “Considering the
Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year Financial
Statements”. SAB 108 provides interpretative guidance on how the effects of the carryover or reversal of
prior year misstatements should be considered in quantifying a current year misstatement. The SEC staff
believes that registrants should quantify errors using both a balance sheet and an income statement
approach and evaluate whether either approach results in quantifying a misstatement that, when ail
relevant quantitative and qualitative factors are considered, is material. This pronouncement is effective
for fiscal years ending after November 15, 2006. This pronouncement had no impact on the Company’s
consolidated financial statements for the year ended December 31. 2006.

Highlights from 2006

The discussion of our results of operations and financial condition that follows will provide
information that will assist in understanding our financial statements and information about how certain
accounting principles and estimates affect the consolidated financial statements. This discussion should
be read in conjunction with the consolidated financial statements included herein.

+ Sales increase of 10.9% to $2.3 billion in 2006 from $2.1 billion in 2005
Continued growth (26.0%) in e-commerce sales to $819 million in 2006 from $650 million in
2005

e Decrease of selling, general and administrative expense to 12.0% of net sales in 2006 from 12.7%
of net sales in 2005

¢ Increase in income from operations in 2006 of $27 million or 78%

# Net Income:; 45.1 million, up 295% from 2005

¢ Diluted Eamnings Per Share: $1.22 up 294% from 2005

Results of Operations

We had net income of $45.1 million for the year ended December 31, 2006, $11.4 million for the year
ended December 31, 2005 and $10.2 million for the year ended December 31, 2004.

The following table represents our consolidated statement of operations data expressed as a percentage of
net sales for our three most recent fiscal years:

2006 2005 2004
Net sales 100% 100.0% 100.0%
Gross profit 14,6% 14.5% 14.9%
Selling, general and administrative expenses 12.0% 12.7% 13.5%
Restructuring and other charges - 0.2% 0.4%
Income from operations 2.6% 1.6% 1.0%
Interest expense 0.1% 0.1% 0.2%
Provision for income taxes 1.1% 1.0% 0.3%
Net income 1.9% 0.5% 0.5%
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NET SALES

Net sales were $2.35 billion for the year ended December 31, 2006, an increase of 10.9% from $2.12
billion for the year ended December 31, 2005. Net sales in 2006 included approximately $819 million of
internet-related sales, an increase of $169 million, or 26%, from 2005. North American sales increased to
$1.6 billion, a 12.7% increase from $1.42 billion in 2005. The increase in North American sales resulted
primarily from growth in both our Technology Products and our Industrial Products segments. Sales in
our Technology Products segment increased 12.8% to $1.40 billion from $1.25 billion in 2005. This
increase was largely a result of our successful internet-based marketing initiatives directed primarily at
our consumer customers as reflected by an increase in our internet-related sales of approximately $169
million as well as an expansion of product offerings including private label products. Although our
internet-related sales are not exclusively made to consumers, we believe that a large majority of these
sales are made to consumers. We continued to see strong growth in our industrial product sales in 2006.
Sales of industrial products increased 12.8% to $196.9 million from $174.6 million last year, representing
12.2% of the overall increase in North American sales. European sales, stated in US dollars, increased
7.1% to $743.9 million for 2006 (representing 31.7% of worldwide sales) compared to $694.6 million
(representing 32.8% of worldwide sales) in the year-ago period. Movements in foreign exchange rates
negatively impacted European sales for 2006 by approximately $.4 million. Sales in our Hosted Software
segment were not material in 2006.

European economies began to recover during 2006 and we saw our sales improve in those markets as
measured in local currencies. The table below reflects European sales for the three years as reported in
this report at then-current exchange rates and at constant (2004) exchange rates (in millions):

2006 2005 2004
European sales as reported §743.9 36946  $695.7
European sales at 2004 exchange rates $738.1 $688.8 $695.7

Net sales were $2.12 billion for the year ended December 31, 2005, an increase of 9.7% from $1.93
billion for the year ended December 31, 2004. Net sales in 2005 included approximately $650 million of
internet-related sales, an increase of $135 million, or 26%, from 2004. North American sales increased to
$1.42 billion in 2005, a 15.3% increase from 2004’s $1.23 billion. The increase in North American sales
resulted primarily from growth in both our Technology Products and our Industrial Products segments.
Sales in our Technology Products segment increased 15.3% to $1.25 billion from $1.08 billion in 2004.
This increase was largely a result of our successful internet-based marketing initiatives directed primarily
at our consumer customers as reflected by an increase in our internet-related sales of approximately $100
million. Although our internet-related sales are not exclusively made to consumers, we believe that a
large majority of these sales are made to consumers. We continued to see strong growth in our industrial
product sales in 2005, Sales of industrial products increased 15.2% to $174.6 million from $151.6 million
in 2004, representing 12% of the overall increase in North American sales. European sales, stated in US
dollars, decreased 0.2% to $694.6 million for 2005 (representing 32.8% of worldwide sales) compared to
$695.7 million (representing 36.1% of worldwide sales) in 2004. Movements in foreign exchange rates
positively impacted European sales for 2005 by approximately $5.8 million. If currency exchange rates
for 2004 had prevailed in 2005, however, European sales would have decreased 1.0% from the prior year.
Continued weakness in demand for information technology products from business customners in Europe
and the effect of exchange rate movements on product pricing in certain European markets for products
whose cost is U.S. dollar based, resulted in decreased local currency denominated sales. Sales in our
Hosted Software segment were not material in 2005 and 2004,

GROSS PROFIT

Gross profit, which consists of net sales less product cost, shipping, assembly and certain distribution
center costs, was $342.9 million, or 14.6% of net sales, for the year ended December 31, 2006, compared
to $307.3 million or 14.5% of net sales in 2005. In the fourth quarter of 2006 the Company’s gross
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margin was 12.9% compared to 14.7% in the fourth quarter of 2005. The decrease in gross margin was
primarily attributable to price discounting for technology products.

Gross profit was $307.3 million, or 14.5% of net sales, for the year ended December 31, 2005,
compared to $286.5 million or 14.9% of net sales in 2004. Our gross profit ratio declined in 2005
primarily as a result of approximately $7 million of increased costs for warchouse staff and supplies
related to increased activity levels from the prior year. These increased costs were partially offset by
favorable changes in product mix. Improvement in our gross profit ratio in North America was partially
offset by a continued decline in our gross profit ratio in Europe.

SELLING, GENERAL AND ADMINISTRATIVE EXPENSES

Selling, general and administrative expenses totaled $281.0 million, or 12.0% of net sales, for the year
ended December 31, 2006, $268.3 million, or 12.7% of net sales, for 2005, and $260.1 million, or 13.5%
of net sales, in 2004. Selling, general and administrative expenses increased $12.7 million, or 4.7%, in
2006 from a year ago. Significant expense changes include $3.1 million of increased credit card fees, a
$4.0 million increase in sales salaries related to the increased sales volume, an increase in other salaries
and related costs of approximately $10.0 million due to increased staff in areas such as marketing and
information technology as well as $1.8 million of salary expense related to stock compensation expense
recorded as the result of the adoption of SFAS 123(R). Rent expense increased $2.3 million due to the
company’s expansion. These increases were partially offset by a decrease of approximately $6.1 million
of bad debt expense and a positive impact of foreign exchange of approximately $3.5 million.

Selling, general and administrative expenses totaled $268.3 million, or 12.7% of net sales, for the year
ended December 31, 2005 as compared to $260.1 million or 13.5% of net sales for 2004. Selling, general
and administrative expenses increased $8.2 million, or 3.2%, in 2005 from 2004 as a result of $3.8
million of increased credit card fees related to the increased sales volume, increased legal and
professional fees of $2.0 million related to the restatement of the 2004 and 2003 financial statements and
$3.8 million of increased foreign exchange expenses. These increases were partially offset by increased
funding of advertising expenses from vendors.

RESTRUCTURING AND OTHER CHARGES

During the year ended December 31, 2005, we incurred $4.2 million of restructuring and other
charges. These costs were primarily related to further restructuring actions undertaken in Europe during
the year as a result of continuing decline in profitability. The costs were comprised primarily of staff
severance expense related to the elimination of approximately 240 positions, which resulted in
approximately $6.0 million in annual savings,

We incurred $7.4 million of restructuring and other charges in 2004. In the first quarter of 2004 we
implemented a plan to streamline the activities of our United States computer businesses’ back office and
warehouse operations, resulting in the elimination of approximately 200 jobs. We incurred $3.7 million
of restructuring costs associated with this plan, including $3.2 million for staff severance and benefits for
terminated employees and $0.5 million of non-cash costs for impairment of the carrying value of fixed
assets. We recorded $0.6 million of additional costs in 2004 related to facility exit costs for our 2003 plan
to consolidate United States warehouse locations. We also implemented several cost reduction plans in
Europe during 2004, including a consolidation of United Kingdom sales offices which resulted in the
elimination of 50 jobs. We incurred $2.5 million of restructuring charges for facility exit costs and
workforce reductions in connection with these actions and $0.5 million of additional costs resulting from
adjustments to our estimates of lease and contract termination costs for our 2002 plan to consolidate our
United Kingdom operations.
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INCOME FROM OPERATIONS

We had income from operations of $61.9 million in 2006, $34.8 million in 2005 and $19.0 million in
2004. Income from operations for the year ended December 31, 2005 included restructuring and other
charges of $4.2 million. For the year ended December 31, 2004, restructuring charges of $7.4 million
were included in income from operations.

Income from operations in North America was $45.4 million for the year ended December 31, 2006,
$39.4 million in 2005 and $31.4 million in 2004. Declining gross profit margin and increased selling,
general and administrative expenses resulted in our implementation of the previously described
restructuring activities in Europe in 2005 and 2004.

INTEREST AND OTHER INCOME AND INTEREST EXPENSE

Interest expense was $1.7 million in 2006, $2.7 million in 2005 and $3.1 million in 2004. Interest
expense decreased in 2006 as a result of decreased short-term borrowings in the United Kingdom as well
as the extinguishment of mortgage debt related to our Georgia warehouse sale in the first quarter of 2006.
The increased expense in 2004 resulted from increased short-term borrowings under our United Kingdom
facility. Interest and other income, net was $9.5 million in 2006, $0.7 million in 2005 and $0.6 million in
2004. The increase in other income in 2006 mainly resulted from the gain on sale of the Georgia location.

INCOME TAXES

Our income tax provisions were $24.5 million for the year ended December 31, 2006, $21.4 million
for the year ended December 31, 2005 and $6.4 million for 2004. The effective rates were 35.2% in 2006,
65.2% in 2005, and 38.5% in 2004. The high effective tax rate in 2005 was a result of our establishing
valuation allowances of approximately $10.2 million for deferred tax assets in the United Kingdom in
2005. The Company’s United Kingdom subsidiary had recorded historical losses and had been affected
by restructuring and other charges in recent years. These losses represented evidence for management to
estimate that a full valuation allowance for the net deferred tax asset was necessary in 2005. In 2006 the
United Kingdom subsidiary recorded a profit and the Company’s effective tax rate benefited by
approximately 3.2% or $2.3 million.. The effective rate in 2005 also was unfavorably impacted by
increased state and local taxes and losses in other foreign jurisdictions for which no tax benefit has been
recognized. These increases were partially offset by an income tax benefit of $2.7 million we recorded in
the fourth guarter of 2005 resulting from a favorable decision we received for a petition submitted in
connection with audit assessments made in 2002 and 2004 in a foreign jurisdiction. The tax rate in 2004
was higher than the United States statutory rate of 35% primarily due to losses in foreign jurisdictions for
which we recognized no tax benefit and losses in a foreign jurisdiction where the benefit rate is lower
than the rate in the United States.

For the years ended December 31, 2006, 2005 and 2004, we have not recognized certain foreign tax
credits, certain state deferred tax assets in the United States and certain benefits on losses in foreign tax
jurisdictions due to our inability to carry such credits and losses back to prior years and our determination
that it was more likely than not that we would not generate sufficient future taxable income to realize
these assets. Accordingly, valuation allowances were recorded against the deferred tax assets associated
with those items. If we are able to realize all or part of these deferred tax assets in future periods, it will
reduce our provision for income taxes by a release of the corresponding valuation allowance.

NET INCOME

Net income was $45.1 million, or $1.29 per basic share and $1.22 per diluted share, for the year ended
December 31, 2006, $11.4 million, or $.33 per basic share and $.31 per diluted share, for the year ended
December 31, 2005 and $10.2 million, or $.30 per basic share and $.29 per diluted share, for the year
ended December 31, 2004.
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Seasonality

Net sales have historically been modestly weaker during the second and third quarters as a result of
lower business activity during those months. The following table sets forth the net sales, gross profit and
income from operations for each of the quarters since January 1, 2004 (amounts in millions).

March 31 June 30 September 30  December 31

2006

Net sales $575 $547 $575 $648
Percentage of year’s net sales 24.5% 23.3% 24.5% 27.6%
Gross profit $90 £77 $92 $83
Income from Operations $21 $11 $19 $11
2005

Net sales $538 $506 $489 $583
Percentage of year’s net sales 25.4% 23.9% 23.1% 27.6%
Gross profit $80 $71 $70 $86
Income from operations $5 $3 8 $18
2004

Net sales $485 $433 $458 $552
Percentage of year’s net sales 25.1% 22.5% 23.8% 28.6%
Gross profit §76 $68 §71 $71
Income from operations $7 $2 $4 56

Financial Condition, Liquidity and Capital Resources

Our primary liquidity needs are to support working capital requirements in our business, to fund
capital expenditures and minimal acquisitions and fund the special dividend declared by our Board in
March 2007. We rely principally upon operating cash flow and borrowings under our credit facilities to
meet these needs. We believe that cash flow available from these sources will be sufficient to meet our
working capital requirements, projected capital expenditures and interest and debt repayments in the
foreseeable future.

Our working capital was $229.4 million at December 31, 2006, an increase of $59.6 million from
$169.8 million at the end of 2005. This was the result of a $23.7 million increase in cash, a $14.0 million
increase in accounts receivable, a $41.0 million increase in inventories, a $11.0 million increase in
prepaid expenses and other current assets and a decrease in short term borrowings of $14.0 million offset
by a $29.8 million increase in accounts payable, and a $12.8 million increase in accrued expense and
other current liabilities, and a $1.5 million decrease in deferred tax assets. The $41.0 million increase in
our inventories was principally in our domestic US locations. Inventory turnover increased slightly from
9.3 to 10 times in 2006. The increase in accounts receivable occurred in Europe, resulting from our
increased sales. This also increased our days of sales outstanding from 22 in 2005 to 23 in 2006.We
expect that future accounts receivable and inventory balances will fluctuate with the mix of our net sales
between consumer and business customers, as well as geographic regions,

We maintain our cash and cash equivalents primarily in money market funds or their equivalent. As of
December 31, 2006, all of our investments mature in less than three months. Accordingly, we do not
believe that our investments have significant exposure to interest rate risk.

Net cash provided by operating activities was $34.3 million for the year ended December 31, 2006,
$27.3 million for the year ended December 31, 2005 and $12.8 million for the year ended December
31,2004. The increase in cash provided by operating activities in 2006 of $7.0 million as compared to
2005 resulted from a $14.1 million increase in net income adjusted by other non-cash items, such as
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depreciation expense, and a decrease of $7.1 million in cash used for changes in our working capital
accounts. The $14.6 million increase in cash provided by operating activities in 2005 as compared to 2004
resulted from an increase in cash provided by net income adjusted by other non-cash items, such as
depreciation expense, and a decrease in cash used for changes in our working capital accounts. Cash
provided by net income and other non-cash items was $37.6 million in 2005, an increase of $10.4 million,
compared to $27.2 million in 2004, and was primarily attributable to the $8.6 million increase in the
provision for deferred income taxes. The cash used for changes in our working capital accounts was $10.2
million in 2005 compared to $14.5 million in 2004,

Net cash of $12.2 million was provided by investing activities for the year ended December 31, 2006.
Proceeds from disposals of property and equipment was $18.9 million primarily the result of the sale of
our distribution facility in Suwanee, Georgia. We used cash of $6.7 million during 2006, $5.8 million
during 2005 and $8.3 million during 2004 in investing activities, principally for the purchase of property,
plant and equipment. Capital expenditures in both 2006, 2005 and 2004 included upgrades and
enhancements to our information and communications systems hardware and facilities costs for the
opening of additional retail outlet stores in North America.

Net cash of $22.1 million was used in financing activities for the year ended December 31, 2006.
Repayment of short and long-term borrowings used approximately $24.7 million of cash and proceeds
from stock option exercises and excess tax benefits from stock option exercises provided approximately
$2.6 million of cash. Net cash of $4.7 million was provided by financing activities in 2005, primarily as a
result of an increase in our short-term borrowings in Europe. Net cash of $6.8 million was used in
financing activities in 2004, primarily for the repayment of short and long-term borrowings.

We amended our $70 million secured United States revolving credit agreement in October 2005 to
increase the amount available to $120 million (which may be increased by up to an additional $30
million, subject to certain conditions), increase the number of lenders participating and to provide for
borrowings by both our United States and United Kingdom businesses. The upgraded facility expires in
October 2010. Borrowings under the agreement are subject to borrowing base limitations of up to 85% of
eligible accounts receivable and 40% of qualified inventories and are secured by accounts receivable,
inventories and certain other assets. The undrawn availability under the facility may not be less than $15
million until the last day of any month in which the availability net of outstanding borrowings is at least
$70 million. The revolving credit agreement requires that we maintain a minimum level of availability. If
such availability is not maintained, we will then be required to maintain a fixed charge coverage ratio (as
defined). The agreement contains certain other covenants, including restrictions on capital expenditures
and payments of dividends. We were in compliance with all of the covenants as of December 31, 2006,
except for the required timely submission of certain financial statements, for which we have obtained a
waiver. As of December 31, 2006, eligible collateral under the facility was $104.1 million, there were
outstanding advances of $9.3 million (all in the United Kingdom), outstanding letters of credit of $11.0
million and tota! availability of $83.8 million.

In connection with the amendment to our revolving credit agreement in October 2005, we terminated
our £15 million multi-currency credit facility with a financial institution in the United Kingdom, which
was available to our United Kingdom subsidiaries. We also paid off the remaining £4.7 million balance
on our United Kingdom term loan, which we had entered into in 2002 to finance the construction of our
United Kingdom headquarters.

Our Netherlands subsidiary has a 5 million ($6.6 million at the December 31, 2006 exchange rate,
which exchange rate applies to all other Euro denominated amounts below) credit facility. Borrowings
under the facility are secured by the subsidiary’s accounts receivable and are subject to a borrowing base
limitation of 85% of the eligible accounts. At December 31, 2006 there were 2.2 million ($3.0 million)
of borrowings outstanding under this line with interest payable at a rate of 5.0%. The facility expires in
August 2007,

In April 2002, we entered into a ten year, $8.4 million mortgage loan on our Suwanee, Georgia
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distribution facility. The mortgage had monthly principal and interest payments of $62,000 payable
through May 2012, with a final additional principal payment of $6.4 million at maturity in May 2012.
The mortgage loan bore interest at 7.04% and was collateralized by the underlying land and building.
During the first quarter of fiscal 2006, we sold this facility and repaid the remaining balance on the loan.
The facility was replaced by a larger, leased distribution center in a nearby area.

We are obligated under non-cancelable operating leases for the rental of most of our facilities and
certain of our equipment which expire at various dates through 2026. We currently lease our New York
facility from an entity owned by Richard Leeds, Robert Leeds and Bruce Leeds, the Company’s three
principal shareholders and senior executive officers. The annual rental totals $612,000 and the lease
expires in 2007. We have sublease agreements for unused space we lease in Compton, California and
Wellingborough, England. In the event a sublessee is unable to fulfill its obligations, we would be
responsible for rent due under the lease. However, we expect the sublessees will fulfill their obligations
under the leases.

Following is a summary of our contractual obligations for future principal payments on our debt,
minimum rental payments on our non-cancelable operating leases and minimum payments on our other
purchase obligations at December 31, 2006 (in thousands):

After
2007 2008 2009 2010 2011 2011
Contractual Obligations:
Payments on capital lease
obligations $573 $402 $81 $11 $10
Payments on non-
cancelable operating :
leases, net of subleases 10,255 10,033 9,568 7,358 6,170 $51,719
Dividends payable 35,800
Purchase and other
obligations 3,936 1,733 1,191 1.169 900 2,836
Total contractual $50,564 $12,168 510,840  $8,538  $7,080 $54,555
obligations

Our purchase and other obligations consist primarily of certain employment agreements and service
agreements.

In addition to the contractual obligations noted above, we had $11.0 million of standby letters of
credit outstanding as of December 31, 2006.

Our operating results have generated cash flow which, together with borrowings under our debt
agreements, has provided sufficient capital resources to finance working capital and cash operating
requirements, fund capital expenditures, and fund the payment of interest on outstanding debt. Our
primary ongoing cash requirements will be to finance working capital, provide payment of the special
shareholder dividend of approximately $35 million declared in the first quarter of 2007, fund the payment
of principal and interest on indebtedness, fund capital expenditures, fund minimal acquisitions and fund
any future special shareholder dividends that may be declared. We believe future cash flows from
operations and availability of borrowings under our lines of credit will be sufficient to fund ongoing cash
requirements for at least the next twelve months.

We are party to certain litigation, the outcome of which we believe, based on discussions with legal
counsel, will not have a material adverse effect on our consolidated financial statements.
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Off-Balance Sheet Arrangements

We have not created, and are not party to, any special-purpose or off-balance sheet entities for the
purpose of raising capital, incurring debt or operating our business. We do not have any arrangements or
relationships with entities that are not consolidated into the financial statements that are reasonably likely
to materially affect our liquidity or the availability of capital resources.

Item 7A. Quantitative and Qualitative Disclosure About Market Risk.

We are exposed to market risks, which include changes in U.S. and international interest rates as well
as changes in currency exchange rates (principally Pounds Sterling, Euros and Canadian Dollars) as
measured against the U.S. Dollar and each other.

The translation of the financial statements of our operations located outside of the United States is
impacted by movements in foreign currency exchange rates. Changes in currency exchange rates as
measured against the U.S. dollar may positively or negatively affect sales, gross margins, operating
expenses and retained earnings as expressed in U.S. dollars. Sales would have fluctuated by
approximately $80 million and income from operations would have fluctuated by approximately $1.4
million if average foreign exchange rates changed by 10% in 2006. We have limited involvement with
derivative financial instruments and do not use them for trading purposes. We may enter into foreign
currency options or forward exchange contracts aimed at limiting in part the impact of certain currency
fluctuations, but as of December 31, 2006 we had no outstanding forward exchange contracts.

Our exposure to market risk for changes in interest rates relates primarily to our variable rate debt.
Our variable rate debt consists of short-term borrowings under our credit facilities. As of December 31,
2006, the balance outstanding on our variable rate debt was approximately $12.3 million. A hypothetical
change in average interest rates of one percentage point is not expected to have a material effect on our
financial position, results of operations or cash flows over the next fiscal year.

Item 8. Financial Statements and Supplementary Data.

The information required by Item 8 of Part 1I is incorporated herein by reference to the Consolidated

Financial Statements filed with this report; see Item 15 of Part IV.

Item 9. Changes In and Disagreements with Accountants on Accounting and Financial Disclosure.

None.
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Item 9A. Controls and Procedures.

Disclosure Controls and Procedures

The Company establishes and maintains disclosure controls and procedures that are designed to
provide reasonable assurance that information required to be disclosed by the Company in the reports it
files under the Securities Exchange Act of 1934 is recorded, processed, summarized and reported within
the time periods specified in the SEC’s rules and forms. Disclosure controls are also designed to provide
reasonable assurance that such information is accumulated and reported to management, including the
Chief Executive Officer and the Chief Financial Officer, to allow timely decisions regarding required
disclosure.

Our management, including our CEO and CFO, does not expect that our disclosure controls and
procedures will prevent all errors and all fraud. A control system, no matter how well designed and
operated, can provide only reasonable, not absolute, assurance that the objectives of the control system
are met. Further, the design of a control system must reflect the fact that there are resource constraints,
and the benefits of controls must be considered relative to their costs. Because of the inherent limitations
in control systems, misstatements due to error or fraud may occur and not be detected. These limitations
include the circumstances that breakdowns can occur as a result of error or mistake, the exercise of
Jjudgment by individuals or that controls can be circumvented by acts of misconduct. Also, projections of
any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or
procedures may deteriorate.

As of the end of the period covered by this report, we carried out an evaluation, under the supervision
and with the participation of our management, including the Chief Executive Officer and the Chief
Financial Officer, of the effectiveness of the design and the operation of our disclosure controls and
procedures pursuant to Exchange Act Rules 13a-15 and 15d-15 of the Securities Exchange Act of 1934.
As part of this evaluation we identified certain significant deficiencies in our internal controls over
financial reporting as of December 31, 2006. These significant deficiencies are:

o The Company has internal control deficiencies in its information technology area including the
lack of adequate general controls. The Company lacks program change and project management
controls, has inadequate segregation of duties between information technology department
development and production functions, needs formal information technology strategic planning,
need formal documentation of information security procedures, needs security around user rights
to certain application systems and needs to implement formal help desk procedures.

e The Company has disparate operating and financial information systems at certain of the
Company’s locations that have inherent limitations resulting in a control environment heavily
reliant upon manual review procedures and adjustments. These deficiencies include inadequate or
lack of systems interfaces and the preparation of numerous manual journal entries. In addition,
there are additional adjustments entered into the general ledger from subsidiaries after submission
by the subsidiary.

¢ The Company has not developed adequate estimation processes to appropriately calculate fairly
stated vendor drop shipments, sales returns and allowances, cooperative advertising and customer
rebate reserves, and other vendor and employee related costs.

o The Company has a manual process for estimating certain amounts for inventory in transit. There
is inadequate review of the manual process to determine if the amounts are complete and properly
valued.

o The Company needs to increase headcount of adequately trained financial personnel to assist in
executing timely financial closings, addressing non-routine accounting issues that arise in the
normal course of business and ensure timely and accurate preparation of interim and annual
financial statements.
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Although these significant deficiencies do not, in our judgment, rise to the level of a material weakness
in internal controls over financial reporting, the Chief Executive Officer and the Chief Financial Officer
have concluded, based on our evaluation as of December 31, 2006, that our disclosure controls and
procedures (as defined in Rules 13a-15(¢) and 15d-15(e) under the Securitics Exchange Act of 1934, as
amended) were not effective to ensure that the information required to be disclosed by us in this annual
report on Form 10-K was recorded, processed, summarized and reported within the time periods specified
in the SEC’s rules and forms.

As a result of this determination and as part of the work undertaken in connection with this report, we
have applied compensating procedures and processes as necessary to ensure the reliability of our financial
reporting. Accordingly, management believes, based on its knowledge, that (1) this report does not contain
any untrue statement of a material fact or omit to state a material fact necessary to make the statements
made, in light of the circumstances under which they were made, not misleading with respect to the
period covered by this report and (ii) the financial statements, and other financial information included in
this report, fairly reflect the form and substance of transactions and fairly present in all material respects
our financial condition, results of operations and cash flows as at, and for, the periods presented in this
report.

Section 404 of the Sarbanes-Oxley Act

For the year ended December 31, 2006, we were not subject to the internal controls certification and attestation
requirements of Section 404 of the Sarbanes-Oxley Act of 2002 because we were not an accelerated filer as defined
by the SEC. For the year ended December 31, 2007, we will be subject to the requirements of Section 404 that
management provide an assessment of the effectiveness of the Company’s internal control over financial reporting
and the Company’s independent registered public accounting firm will be required to audit that assessment.

We are working to achieve compliance with the requirements of Section 404. We will be dedicating substantial time
and resources to documentation and review of our procedures in 2007. We may also need to engage outside
consultants to assist us. We have not completed this process or its assessment, due to the complexities of our
decentralized structure, the number of accounting systems in use and the lack of qualified personnel to devote to the
process. In addition to the weaknesses reported as of December 31, 2006 discussed under the caption “Disclosure
Controls and Procedures,” we have identified numerous other internal control deficiencies that may affect the
timeliness and accuracy of recording transactions and which, individually or in the aggregate, could become material
weaknesses in future periods if not remediated.

We have a significant amount of work to do to remediate the items we have identified. In the course of completing
our evaluation and testing we may identify further deficiencies and weaknesses that will need to be addressed and
will require remediation. We may not be able to correct all such internal control deficiencies in a timely manner and
may find that a material weakness or weaknesses exist. As a result, management may not be able to issue an
unqualified opinion on the effectiveness of the Company’s internal control over financial reporting as of December
31, 2007.

Item 9B. Other Information.

None.




PART I

Item 10, Directors, Executive Officers and Corporate Governance.

The information required by Item 10 of Part I1I is hereby incorporated by reference from the Company’s
Proxy Statement for the 2007 Annual Meeting of Stockholders which we anticipate fiting April 30, 2007
(the “Proxy Statement’™).

Item 11. Executive Compensation.

The information required by Item 11 of Part III is hereby incorporated by reference from the Proxy
Statement.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related
Stockholder Matters.

The information required by item 12 of Part III is hereby incorporated by reference from the Proxy
Statement.

Item 13. Certain Relationships and Related Transactions

The information required by Item 10 of Part III is hereby incorporated by reference from the Proxy
Statement.

Item 14. Principal Accounting Fees and Services.

The information required by Item 14 of Part IIT is hereby incorporated by reference from the Proxy
Statement.

PART IV

Item 15. Exhibits and Financial Statement Schedules.

(a) 1. The Consolidated Financial Statements of Systemax Inc. Reference

Report of Ernst & Young LLP Independent 36
Registered Public Accounting Firm

Report of Deloitte & Touche LLP Independent 37
Registered Public Accounting Firm

Consolidated Balance Sheets as of December 31, 2006 and 38
December 31, 2005

Consolidated Statements of Operations for the years ended 39
December 31, 2006, 2005 and 2004 (as previously restated)

Consolidated Statements of Shareholders’ Equity for the 40
Years ended December 31, 2006, 2005 and 2004 (as previously
restated)

Consolidated Statements of Cash Flows for the years ended 41
December 31, 2006, 2005 and 2004 (as previously restated)

Notes to Consolidated Financial Statements 42
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2. Financial Statement Schedules:

3. Exhibits.

The following financial statement schedule is filed as part of this report and should be read
together with our consolidated financial statements:

Schedule IT — Valuation and Qualifying Accounts 60
Schedules not included with this additional financial data have been omitted because they

are not applicable or the required information is shown in the consolidated financial
statements or notes thereto.

Exhibit

No. Description

3.1 Composite Certificate of Incorporation of Registrant, as amended
{(incorporated by reference to the Company’s annual report on Form 10-
K for the year ended December 31, 2001)

3.2 By-laws of Registrant {(incorporated by reference to the Company’s
registration statement on Form S-1) (Registration No. 33-92052)

41 Stockholders Agreement (incorporated by reference to the Company’s
quarterly report on Form 10-Q for the quarterly period ended September
30, 1995)

10.1 Form of 1995 Long-Term Stock Incentive Plan"(incorporated by
reference to the Company’s registration statement on Form S-1)
(Registration No. 333-1852)

10.2 Form of 1999 Long-Term Stock Incentive Plan as amended”
(incorporated by reference to the Company’s report on Form 8-K dated
May 20, 2003)

10.3 Lease Agreement dated September 20, 1988 between the Company and

Addwin Realty Associates (Port Washington facility) (incorporated by
reference to the Company’s registration statement on Form S-1)
(Registration No. 33-92052)

104 Amendment to Lease Agreement dated September 29, 1998 between the
Company and Addwin Realty Associates (Port Washington facility)
(incorporated by reference to the Company’s annual report on Form 10-
K for the year ended December 31, 1998)

10.5 Lease Agreement dated as of July 17, 1997 between the Company and
South Bay Industrials Company (Compton facility) (incorporated by
reference to the Company’s annual report on Form 10-K for the year
ended December 31, 1997)

10.6 Build-to-Suit Lease Agreement dated April, 1995 among the Company,
American National Bank and Trust Company of Chicago (Trustee for the
original landlord) and Walsh, Higgins & Company (Contractor)
(“Naperville Illinois Facility Lease™) (incorporated by reference to the
Company’s registration statement on Form S-1) (Registration No. 33-
92052)

10.7 Lease Agreement dated September 17, 1998 between Tiger Direct, Inc.
and Keystone Miami Property Holding Corp. (Miami facility)
(incorporated by reference to the Company’s quarterly report on Form
10-Q for the quarterly period ended September 30, 1998)
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10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

Royalty Agreement dated June 30, 1986 between the Company and
Richard Leeds, Bruce Leeds and Robert Leeds, and Addendum thereto
(incorporated by reference to the Company’s registration statement on
Form S-1) (Registration No. 33-92052)

Form of 1995 Stock Plan for Non-Employee Directors’ (incorporated by
reference to the Company’s registration statement on Form S-1)
(Registration No. 333-1852)

Employment Agrecement dated as of December 12, 1997 between the
Company and Steven M. Goldschein™ (incorporated by reference to the
Company’s annual report on Form 10-K for the year ended December
31, 1997. See exhibit 10.19 for Amendment.)

Employment Agreement entered into on October 12, 2004 but effective
as of June 1, 2004 between the Company and Gilbert Fiorentino’
(incorporated by reference to the Company’s report on Form 8-K dated
October 12, 2004)

Restricted Stock Unit Agreement entered into on October 12, 2004 but
effective as of June 1, 2004 between the Company and Gilbert
Fiorentino’ (incorporated by reference to the Company’s report on Form
8-K dated October 12, 2004)

Amended and Restated Credit Agreement, dated as of October 27, 2005,
between JP Morgan Chase Bank, N.A. and affiliates, General Electric
Capital Corporation, and GMAC Commercial Finance LLC (as Lenders)
with the Company and certain subsidiaries of the Company (as
Borrowers) (the “Amended and Restated JP Morgan Chase Loan
Agreement™} (incorporated by reference to the Company’s report on
Form 8-K dated October 27, 2005)

Amendment No. 1, dated as of December 19, 2005, to the Amended and
Restated JP Morgan Chase Loan Agreement* (incorporated by reference
to the Company’s annual report on Form 10K for the year ended
December 31, 2005)

Lease agreement, dated December 8, 2005, between the Company and
Hamilton Business Center, LLC (Buford, Georgia facility) *
(incorporated by reference to the Company’s annual report on Form 10K
for the year ended December 31, 2005)

First Amendment, dated as of June 12, 2006, to the Lease Agreement
between the Company and Hamilton Business Center, LLC {Buford,
Georgia facility) * (incorporated by reference to the Company’s annual
report on Form 10K for the year ended December 31, 2005)

First Amendment, dated as of February I, 2006, to the Naperville Illinois
Facility Lease between the Company and Ambassador Drive LLC
(current landlord) * (incorporated by reference to the Company’s annual
report on Form 10K for the year ended December 31, 2005)

Agreement of Purchase and Sale, dated December 9, 2005, between the
Company (as Seller) and Hewlett Packard Company (as Buyer)
(Suwanee, Georgia facility) * (incorporated by reference to the
Company’s annual report on Form 10K for the year ended December 31,
2005)
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10.19

10.20

10.21

10.22

14

21

23

3l

31.2

321

322

99.1

99.2

99.3

* Management contract or compensatory plan or arrangement

Amendment No. | dated January 17, 2007, to Employment Agreement
dated as December 12, 1997 between the Company and Stephen M.
Goldschein* (filed herewith).

Employment Agreement, dated as of January 17, 2007, between the
Company and Lawrence P. Reinhold* (filed herewith).

Form of 2006 Stock Incentive Plan for Non-Employee Directors* (filed
herewith).

Form of 2005 Employee Stock Purchase Plan* (filed herewith).

Corporate Ethics Policy for Officers, Directors and Employees (revised
as of March 30, 2005) (incorporated by reference to the Company’s
report on Form 8-K dated March 30, 2005)

Subsidiaries of the Registrant (filed herewith})

Consent of experts and counsel: Consent of Independent Registered
Public Accountants (filed herewith)

Certification of the Chief Executive Officer pursuant to Section 302 of
the Sarbanes-Oxley Act of 2002

Certification of the Chief Financial Officer pursuant to Section 302 of
the Sarbanes-Oxley Act of 2002

Certification of the Chief Executive Officer pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002

Certification of the Chief Financial Officer pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002

Charter of the Audit Committee of the Company’s Board of Directors, as
revised August 29, 2006 (incorporated by reference to the Company’s
report on Form 8-K dated August 29, 2006)

Charter of the Compensation Committee of the Company’s Board of
Directors, as revised August 29, 2006 (incorporated by reference to the
Company'’s report on Form 8-K dated August 29, 2006)

Charter of the Nominating/Corporate Governance Committee of the
Company’s Board of Directors, as revised August 29, 2006 (incorporated
by reference to the Company’s report on Form 8-K dated August 29,
2006)
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Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed
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indicated.
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fs/ RICHARD LEEDS Chairman and Chief Executive Officer March 30, 2007
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[sf ROBERT D, ROSENTHAL Director March 30, 2007

Robert D. Rosenthal

/s/ STACY DICK Director March 30, 2007
Stacy Dick

/s/ ANN R, LEVEN Director March 30, 2007
Ann R. Leven
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REPORT OF ERNST & YOUNG LLP, INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM

Shareholders and Board of Directors of Systemax Inc.:

We have audited the accompanying consolidated balance sheets of Systemax Inc. as of December 31,
2006 and 2005, and the related consolidated statements of operations, cash flows, and shareholders’
equity for each of the two years in the period ended December 31, 2006. Our audit also included the 2006
and 2005 financial statement schedules listed in the accompanying index in Item 15. These financial
statements and schedules are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statements and schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. We were not engaged
to perform an audit of the Company’s internal control over financial reporting. Our audits included
consideration of internal control over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the Company’s internal control over financial reporting. Accordingly, we express no such opinion. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Systemax Inc. at December 31, 2006 and 2005, and the consolidated
results of its operations and its cash flows each of the two years in the period ended December 31, 2006,
in conformity with U.S. generally accepted accounting principles. Also, in our opinion, the related 2006
and 2005 financial statement schedules, when considered in relation to the basic financial statements
taken as a whole, presents fairly in all material respects the information set forth therein.

As discussed in Note 1 to the consolidated financial statements, the Company adopted Statement of
Financial Accounting Standards No. 123(R), “Share-Based Payment,” effective January 1, 2006.

ERNST & YOUNG LLP

New York, New York
March 27, 2007




REPORT OF DELOITTE & TOUCHE, LLP, INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM

To the Shareholders and Board of Directors of Systemax Inc.:

We have audited the accompanying consolidated statements of operations, shareholders' equity, and cash
flows of Systemax inc. and subsidiaries (the "Company") for the year ended December 31, 2004. Our
audits also included the financial statement schedule listed in the Index at Item 15 for the year ended
December 31, 2004. These financial statements and financial statement schedule are the responsibility of
the Company's management. Our responsibility is to express an opinion on the financial statements and
financial statement schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. The Company is not
required to have, nor were we engaged to perform, an audit of its internal control over financial reporting.
Our audits included consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances but not for the purpose of expressing an opinion on
the effectiveness of the Company’s internal control over financial reporting. Accordingly, we express no
such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the
consolidated results of operations and cash flows of Systemax Inc. and subsidiaries for the year ended
December 31, 2004, in conformity with accounting principles generally accepted in the United States of
America. Also, in our opinion, such financial statement schedule for the year ended December 31, 2004,
when considered in relation to the basic consolidated financial statements taken as a whole, presents
fairly, in all material respects, the information set forth therein.

As discussed in Note 2 to the consolidated financial statements, the accompanying consolidated financial
statements had been restated.

DELOITTE & TOUCHE LLP
New York, New York

April 13, 2005
(November 17, 2005 as to the effects of the restatement discussed in Note 2)
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SYSTEMAX INC.
CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2006 AND 2005
(IN THOUSANDS, except for share data)

ASSETS:
Current assets:
Cash and cash equivalents
Accounts receivable, net of allowances of $11,370 (2006) and $12,508 (2005)
Inventories, net
Prepaid expenses and other current assets
Deferred income tax assets, net
Total current assets

Property, plant and equipment, net
Deferred income tax assets, net
Other assets

Total assets

LIABILITIES AND SHAREHOLDERS® EQUITY:
Current liabilities:
Short-term borrowings, including current portions of long-term debt
Accounts payable
Accrued expenses and other current liabilities
Total current liabilities

Long-term debt
Other liabilities

Commitments and contingencies

Shareholders’ equity:
Preferred stock, par value $.01 per share, authorized 25 million shares, issued none

Common stock, par value $.01 per share, authorized 150 million shares, issued
38,331,990 shares; outstanding 35,341,377 (2006) issued 38,231,990 shares,
outstanding 34,761,174 (2005) shares

Additional paid-in capital
Accumulated other comprehensive income, net of tax
Retained earnings
Common stock in treasury at cost — 2,990,613 (2006) and 3,470,816 (2005) shares
Unearned restricted stock compensation
Total shareholders’ equity

Total liabilities and shareholders’ equity

See notes to consolidated financial statements.
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2006 2005
$86,964 $63,291
164,615 150,635
233,136 192,102

26,919 15,877

1,727 9,227

519,361 431,132
48,586 57,259
14,041 14,100
2173 2,053
$584,161  $304.544
$12,788 326,773
201,486 171,667
75,688 62,888
289962 261,328
483 8,028
4,226 2,346
383 382
172,983 177,574

7,181 893
144,074 98,927
(35,131) (40,772)

(4,162}
289.490 232,842
$584,161  3504.544




SYSTEMAX INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
FOR THE YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004
(IN THOUSANDS, except per common share amounts)

2006 2005 2004*
Net sales $2,345,165 $2,115,518 $1,928,147
Cost of sales 2,002,246 1,808,231 1,641,681
Gross profit 342 919 307,287 286,466
Selling, general and administrative expenses 281,015 268,327 260,111
Restructuring and other charges - 4,151 7,356
Income from operations 61,904 34,809 18,999
Interest and other income, net (9,47%) (735) (630)
Interest expense 1,684 2,670 3,073
Income before income taxes 69,695 32,874 16,556
Provision for income taxes 24,548 21,433 6,368
Net income $45,147 $11,441 $10,188
Net income per common share, basic: $£1.29 $.33 $.30
Net income per common share, diluted: 51.22 $.31 $.29
Weighted average common and common equivalent shares:
Basic 34,960 34,646 34,373
Diluted 36,881 36,488 35,489

* As previously restated — see Note 2.

See notes to consolidated financial statements.
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Balances, January 1, 2004*

Change in cumulative
translation adjustment

Exercise of stock options

Tax benefit of employee
stock plans

Grant of restricted stock units

Amortization of unearned
restricted stock
compensation

Net income*

Total comprehensive income™

Balances, December 31,
2004*

Change in cumulative
translation adjustment

Exercise of stock options

Tax benefit of employee
stock plans

Amortization of unearned
restricted stock
compensation

Net income

Total comprehensive income

Balances, December 31, 2005

Reversal of unamortized
uneamed restricted stock
compensation — Note 2

Stock-based compensation
expense

Issuance of restricted stock

Exercise of stock options
Income tax benefit on stock-
based compensation

Change in cumulative
translation adjustment

Net income
Total comprehensive income

Balances, December 31, 2006

* As previously restated — see Note 2.

See notes to consolidated financial statements.

SYSTEMAX INC.

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004

(IN THOUSANDS)
Common  Stock Accumulated
Number Other
of Shares Additional Comprehensive Treasury Uneamned Comprehensive
Out- Paid-in Retained [ncome (Loss), Stock, Restricted Income (Loss)
Stock
Standing Amount Capital Eamings Net of Tax At Cost Compensation
34,288 $382 §175,343 $77,298 $1,933 $(46,330) $- 3-
1,987 1,987
145 (631) 1,700
188
5,740 (5,740)
574
- - - 10.188 10,188
12,175
34,433 382 180,640 87,486 3,920 (44,630) (5,166)
(3,027) (3,027)
328 (3,078) 3,858
12
1,004
_— - - 11441 11441
$8.414
34,761 is2 177,574 98,927 893 (40,772) 4,162)
(4,162} 4,162
2,330
100 1
480 (4,039)
1,280
35341 3383 $172,983




SYSTEMAX INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDEDDECEMBER 31, 2006, 2005 AND 2004

(IN THOUSANDS)
2006 2005 2004*
CASH FLOWS PROVIDED BY OPERATING ACTIVITIES:
Net income 345,147 $11,441 $10,188
Adjustments to reconcile net income to net cash provided by operating
activities:
Depreciation and amortization, net 8,185 9,994 11,314
{Gain} loss on dispositions and abandonment (7.721) 1,279 1,444
Provision (benefit) for deferred income taxes 2,254 6,228 2,377
Provision for returns and doubtful accounts 1,503 7,620 5,079
Compensation expense related to equity compensation plans 2,330 1,004 1,374
Tax benefit of employee stock plans - 12 188
Changes in operating assets and liabilities:
Accounts receivable (3,917 (31,722) (1,982)
Inventories (36,216) (3,457) (40,872)
Prepaid expenses and other current assets (10,060) 3,989 5,300
Income taxes payable/receivable (4,234) 527 6,335
Accounts payable, accrued expenses and other current liabilities 37,055 20,430 16,767
Net cash provided by operating activities 34,326 27,345 12,758
CASH FLOWS PROVIDED BY (USED IN) INVESTING ACTIVITIES:
Investments in property, plant and equipment (6,701) (5,896) (8,583)
Proceeds from disposals of property, plant and equipment 18,938 103 247
Net cash provided by (used in) investing activities 12,237 (5,793) (8,336)
CASH FLOWS PROVIDED BY (USED IN) FINANCING ACTIVITIES:
(Repayments) proceeds of borrowings from banks (16,473) 13,889 (5,254)
Repayments of long-term debt and capital lease obligations (8,305) (9,978) (1,768)
Proceeds from issuance of common stock 1,602 780 269
Excess tax benefit from exercises of stock options 1,030 - -
Net cash provided by (used in) financing activities {(22,146) 4,691 (6,753)
EFFECTS OF EXCHANGE RATES ON CASH (744) 791 (114)
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 23,673 27,034 (2,445)
CASH AND CASH EQUIVALENTS - BEGINNING OF YEAR 63,291 36,257 38,702
CASH AND CASH EQUIVALENTS - END OF YEAR $86,964 $63,291 $36,257
Supplemental disclosures:
Interest paid $1,861 $2,498 $3,385
Income taxes paid $26,465 §15,522 $4,676
Supplemental disclosures of non-cash investing and financing activities:
Acquisitions of equipment through capital leases $776 - -
Deferred stock-based compensation related to restricted unit stock granted - - $5,740

* As previously restated — see Note 2.

See notes 1o cor_lso]idated financial statements
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SYSTEMAX INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation - The accompanying consolidated financial statements include the accounts of Systemax Inc.
and its wholly-owned subsidiaries (collectively, the “Company” or “Systemax”). All significant intercompany accounts and
transactions have been eliminated in consolidation.  Certain prior year balance sheet amounts have been reclassified to
conform to current year presentation.

Use of Estimates In Financial Statements - The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and assumptions that affect the
reported amount of assets and liabilities and disclosure of contingent assets and liabilities at -the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from
those estimates.

Fiscal Year - The Company’s fiscal year ends on December 31. The Company’s North American computer business follows
a fiscal year that ends on the last Saturday of the calendar year. Normally each fiscal year consists of 52 weeks, but every
five or six years, their fiscal year consists of 53 weeks, which was the case in 2005, The sales recorded in the additional
week of 2005 represented less than one percent of the year’s sales. Fiscal years 2006 and 2004 consisted of 52 weeks for
this business.

Foreign Currency Translation - The financial statements of the Company’s foreign entities are translated into U.S. dollars,
the reporting currency, using year-end exchange rates for assets and liabilities, average exchange rates for the statement of
operations items and historical rates for equity accounts. The translation differences are recorded as a separate component
of shareholders' equity.

Cash_and Cash Equivalents - The Company considers amounts held in money market accounts and other short-term
investments, including ovemnight bank deposits, with an original maturity date of three months or less to be cash
equivalents.

Inventories - Inventories consist primarily of finished goods and are stated at the lower of cost or market value. Cost is
determined by using the first-in, first-out method. Allowances are maintained for obsolete, siow-moving and non-saleable
inventory.

Property, Plant and Equipment — Property, plant and equipment is stated at cost. Depreciation of furniture, fixtures and
equipment, including equipment under capital leases, is on the straight-line or accelerated method over their estimated
useful lives ranging from three to ten years. Depreciation of buildings is on the straight-tine method over estimated useful
lives of 30 to 50 years. Leasehold improvements are amortized over the lesser of the useful lives or the term of the
respective leases.

Capitalized Software Costs — The Company capitatizes purchased software ready for service and capitalizes software
development costs incurred on significant projects from the time that the preliminary project stage is completed and
management commits to funding a project until the project is substantially complete and the software is ready for its
intended use. Capitalized costs include materials and service costs and payroll and payroll-related costs. Capitalized
software costs are amortized using the straight-line method over the estimated useful life of the underlying system,
generally five years.

Evaluation of Long-lived Assets — Long-lived assets are evaluated for recoverability in accordance with SFAS 144,
“Accounting for the Impairment or Disposal of Long-lived Assets,” whenever events or changes in circumstances indicate
that an asset may have been impaired. In evaluating an asset for recoverability, the Company estimates the future cash
flows expected to result from the use of the asset and eventual disposition. If the sum of the expected future cash flows
(undiscounted and without interest charges) is less than the carrying amount of the asset, an impairment loss, equal to the
excess of the carrying amount over the fair market value of the asset is recognized.




SYSTEMAX INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
FOR THE YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004

Accruals- Management makes estimates and assumptions that affect amounts reported in the consolidated financial
statements and accompanying notes. These estimates are based upon various factors such as the number of units sold,
historical and anticipated results and data received from third party vendors. Actual results could differ from these
estimates. Our most significant estimates include those related to the costs of vendor drop shipments, sales returns and
allowances, cooperative advertising and customer rebate reserves, and other vendor and employee related costs.

Product Warranties - Provisions for estimated future expenses relating to product warranties for the Company’s assembled
PCs are recorded as cost of sales when revenue is recognized. Liability estimates are determined based on management
Jjudgment considering such factors as the number of units sold, historical and anticipated rates of warranty claims and the
likely current cost of corrective action. The changes in accrue product warranties were as follows;

Years ended December 31,

2006 2005 2004
Balance, beginning of year 51,316 32,011 32,642
Charged to expense 1,556 21 168
Deductions (1.811) {(716) (799)
Balance, end of year 31,061 $1,316 $£2,011

Income Taxes - Deferred tax assets and liabilities are recognized for the effect of temporary differences between the book
and tax bases of recorded assets and liabilities and for tax loss carry forwards. The realization of net deferred tax assets is
dependent upon our ability to generate sufficient future taxable income. Where it is more likely than not that some portion
or all of the deferred tax asset will not be realized, we have provided 2 valuation allowance. If the realization of those
deferred tax assets in the future is considered more likely than not, an adjustment 1o the deferred tax assets would increase
net income in the period such determination is made,

Revenue Recognition and Accounts Receivable — The Company recognizes sales of products, including shipping revenue,
when persuasive evidence of an order arrangement exists, delivery has occurred, the sales price is fixed or determinable and
collectibility is reasonably assured. Generally, these criteria are met at the time the product is received by the customers
when title and risk of loss have transferred. Allowances for estimated subsequent customer returmns, rebates and sales
incentives are provided when revenues are recorded. Costs incurred for the shipping and handling of its products are
recorded as cost of sales. Revenue from extended warranty and support contracts on the Company’s assembled PCs is
deferred and recognized over the contract period.

Accounts receivable are shown in the consolidated balance sheets net of allowances for doubtful collections and subsequent
customer returns.

Advertising Costs - Advertising costs, consisting primarily of catalog preparation, printing and postage expenditures, are
amortized over the period of catalog distribution during which the benefits are expected, generally one to six months,
Expenditures relating to television and local radio advertising are expensed in the period the advertising takes place.

Net advertising expenses of $21.4 million in 2006, $39.4 million in 2005 and $43.8 million in 2004 are included in the
accompanying Consolidated Statements of Operations. The Company utilizes advertising programs to support vendors,
including catalogs, internet and magazine advertising, and receives payments and credits from vendors, including
consideration pursuant to volume incentive programs and cooperative marketing programs. The Company accounts for
consideration from vendors as a reduction of cost of sales unless certain conditions are met showing that the funds are used
for specific, incremental, identifiable costs, in which case the consideration is accounted for as a reduction in the related
expense category, such as advertising expense. The amount of vendor consideration recorded as a reduction of selling,
general and administrative expenses totaled $39.6 million for the year ended December 31, 2006, $39.1 million for the year
ended December 31, 2005 and $34.1 million for the year ended December 31, 2004,

Prepaid expenses at December 31, 2006 and 2005 include deferred advertising costs of $3.5 million and $5.0 million,
respectively, which are reflected as an expense during the periods benefited, typically the subsequent fiscal quarter.

Software Development Costs — Software development costs are expensed as incurred unless they meet GAAP criteria for
deferral and amortization. Software development costs incurred prior to the establishment of technological feasibility do not
meet these criteria. No costs were deferred during 2006, 2005 or 2004 because either no projects met the criteria for deferral
or, if met, the period between achieving technological feasibility and the general availability of the product was short,
rendering the associated costs immaterial.
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SYSTEMAX INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
FOR THE YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004

Derivative Financial Instruments — In accordance with the provisions of SFAS 133, "Accounting for Derivative Instruments
and Hedging Activities," as amended, all of the Company’s derivative financial instruments are recognized as either assets
or liabilities in the consolidated balance sheets based on their fair values. Changes in the fair values are reported in earnings
or other comprehensive income depending on the use of the derivative and whether it qualifies for hedge accounting.
Derivative instruments are designated and accounted for as either a hedge of a recognized asset or liability (fair value
hedge) or a hedge of a forecasted transaction (cash flow hedge). For derivatives designated as effective cash flow hedges,
changes in fair values are recognized in other comprehensive income. Changes in fair values related to fair value hedges as
well as the ineffective portion of cash flow hedges are recognized in eamings. The Company had ne derivative instruments
as of December 31, 2006 and 2005.

The Company does not use detivative instruments for speculative or trading purposes. Derivative instruments may be used
to manage exposures related to changes in foreign currency exchange rates and interest rate risk on variable rate
indebtedness.

Net Income Per Common_Share — Net income per common share-basic is calculated based upon the weighted average
number of common shares outstanding during the respective periods presented. Net income per common share-diluted is
calculated based upon the weighted average number of common shares outstanding and included the equivalent shares for
dilutive securities outstanding during the respective periods, where the effect is anti-dilutive. The dilutive effect of
outstanding options issued by the Company is reflected in net income per share - diluted using the treasury stock method.
Under the treasury stock method, options will only have a dilutive effect when the average market price of common stock
during the period exceeds the exercise price of the options. Equivalent common shares of 989,000 in 2006, 842,000 in 2005
and 1,116,000 in 2004 were included for the diluted calculation. The weighted average number of stock options outstanding
excluded from the computation of diluted earnings per share was 36,000 in 2006, 503,000 in 2005 and 587,000 in 2004 due
to their antidilutive effect.

Comprehensive Income - Comprehensive income consists of net income and foreign currency translation adjustments and is
included in the Consolidated Statements of Shareholders’ Equity. Comprehensive income was $51,435,000 in 2006,
£8,414,000 in 2005 and $12,175,000 in 2004,

Adeption of New Accounting Standard - Effective January 1, 2006, the Company adopted the provisions of SFAS 123(R),
using the modified-prospective-transition method. Under that transition method, compensation cost recognized for the year
ended December 31, 2006 includes: (a) compensation cost for all share-based payments granted prior to, but not yet vested
as of, January 1, 2006, based on the grant-date fair value estimated in accordance with the original provisions of SFAS 123,
and (b) compensation cost for the vested portion of share-based payments granted subsequent to January 1, 2006, based on
the grant-date fair value estimated in accordance with the provisions of SFAS 123(R). Results for prior periods have not
been restated.

The fair value of employee share options is recognized in expense over the vesting period of the options, using the graded
attribution method. The fair value of employee share options is determined on the date of grant using the Black-Scholes
option pricing model. The Company has used historical volatility in its estimate of expected volatility. The expected life
represents the period of time (in years) for which the options granted are expected to be outstanding. The Company used the
simplified method for determining expected life as permitted in SEC Staff Accounting Bulletin 107 for options qualifying
for such treatment (“plain-vanilla” options) due to the limited history the Company currently has with option exercise
activity. The risk-free interest rate is based on the U.S. Treasury yield curve.

In periods prior to 2006, the Company followed the accounting provisions of Accounting Principles Board ("APB”)
Opinion 25, “Accounting for Stock Issued to Employees” for stock-based compensation and provided the pro forma
disclosures required under SFAS 148, “Accounting for Stock-based Compensation — Transition and Disclosure.” No stock-
based employee compensation was reflected in net income (loss), as all options granted under the plans had an exercise
price equal to the market value of the underlying stock on the date of grant (Sec Note 8).
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SYSTEMAX INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
FOR THE YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004

Recent Accounting Pronouncements

in June 2006, the FASB ratified the consensus reached by the EITF on Issue No. 06-3, “How Taxes Collected from
Customers and Remitted to Governmental Authorities Should Be Presented in the Income Statement {That 1s, Gross versus
Net Presentation).” The consensus requires disclosure of either the gross or net presentation, and any such taxes reported on
a gross basis should be disclosed in the interim and annual financial statements. This Issue is effective for financial
reporting periods beginning after December 15, 2006. The Company does not expect to change its presentation of such
taxes, as its sales are currently recorded net of tax.

In June 2006, the Financial Accounting Standards Board (“FASB™) issued FASB Interpretation No. 48 “Accounting for
Uncertainty in Income Taxes (an interpretation of FASB Statement No. 109)”, which is effective for fiscal years beginning
after December 15, 2006. This interpretation was issued to clarify the accounting for uncertainty in income taxes recognized
in the financial statements by prescribing a recognition threshold and measurement attribute for the financial statement
recognition and measurement of a tax position taken or expected to be taken in a tax return. The Company is currently
evaluating the potential impact, if any, of this pronouncement.

In September 2006, the SEC issued Staff Accounting Bulletin No. 108 (“SAB 108™) “Considering the Effects of Prior Year
Misstatements when Quantifying Misstatements in Current Year Financial Statements”. SAB 108 provides interpretative
guidance on how the effects of the carryover or reversal of prior year misstatements should be considered in quantifying a
current year misstatement. The SEC staff believes that registranis should quantify errors using both a balance sheet and an
income statement approach and evaluate whether either approach results in quantifying a misstatement that, when all
relevant quantitative and qualitative factors are considered, is material. This pronouncement is effective for fiscal years
ending after November 15, 2006. This pronouncement had no impact on the Company’s consolidated financial statements
for the year ended December 31. 2006.

RESTATEMENT OF PREVIOUSLY FILED FINANCIAL STATEMENTS

Subsequent to the issuance of the Company’s consolidated financial statements in its Form 10-K for the year ended
December 31, 2004, the Company discovered errors related to accounting for inventory at its Tiger Direct, Inc. subsidiary.
These errors had the effect of misstating the value of inventory and certain vendor-related liabilities as of December 31,
2004 and overstaling net income for the year ended December 31, 2004. Such errors did not have any impact on the
consolidated financial statements for any previous years. For the year ended December 31, 2004, an error was also corrected
in the presentation of the Consolidated Statement of Cash Flows related to activity in the allowances for doubtful accounts
and subsequent customer returns. The restatement affected cash flows provided by operations but did not affect previously
reported net cash flows for the restated peried or future periods.

The restated results also include changes resulting from a correction in the application of the Company’s revenue
recognition policy. The Company determined during its internal review of 2004 results that a change in its revenue
recognition policy for sales of product was required in order to comply with Staff Accounting Bulletin No, 104 "Revenue
Recognition” (SAB 104), as interpreted by the SEC Staff. Based on the Company’s practices with respect to its terms of
shipment, revenue that had been recognized at time of shipment based upon FOB shipping peint terms should have been
recognized at time of receipt by customers, when title and risk of loss both transferred. The effect of this change resulted in
a restatement of the results of operations for the years ended December 31, 2004. As a result, the accompanying financial
statements for the year ended December 31, 2004 have been restated from the amounts previously reported to propetly
reflect these items. These restated financial statements were filed with the SEC in November 2005, A summary of the
significant effects of the restatement is as follows (in thousands, except per share data):
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SYSTEMAX INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
FOR THE YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004

Years ended December 31: 2004
As previously

reported As restated
Net sales $1,927.835 $1,928,147
Cost of sales 1,637,452 1,641,681
Gross profit 290,383 286,466
Income from operations 22,916 18,999
Income before income taxes 20,473 16,556
Provision for income taxes 7,923 6,368
Net income 12,550 10,188
Net income per common share, basic: $.37 $.30
Net income per common share, diluted: $.35 $.29

The Company also previcusly restated its segment disclosures for the year ended December 31, 2004~ see Note 12.

PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment, net consists of the following (in thousands):

2006 2005

Land and buildings $33,525 $42,585
Furniture and fixtures, office, computer and other equipment and software 77,478 71,719
Leasehold improvements 12,762 11,328
123,765 125,632

Less accumulated depreciation and amortization 75,179 68,373
Property, plant and equipment, net $48,586 $57,259

Included in property, plant and equipment are assets under capital leases, as follows (in thousands):

2006 2005

Furniture and fixtures, office, computer and other equipment $2,358 $1,582
Less: Accumulated amortization 1,270 754
$1.088 5828

RELATED PARTY TRANSACTIONS

The Company leased its headquarters office/warehouse facility from affiliates during the years ended December 31, 2006,
December 31, 2005 and December 31, 2004 (see Note 11). Rent expense under the lease aggregated $612,000 in each of
those years. The Company believes that these payments were no higher than would be paid to an unrelated lessor for
comparable space.

CREDIT FACILITIES

In October 2003, the Company amended and restated its $70,000,000 revolving credit agreement with a group of financial
institutions to increase the amount available to $120,000,000 (which may be increased by up to 330 million, subject to
certain conditions) and to provide for borrowings by the Company's United States and United Kingdom subsidiaries. The
borrowings are secured by all of the domestic and United Kingdom accounts receivable, the domestic inventories of the
Company, the Company’s United Kingdom headquarters building and the Company’s shares of stock in its domestic and
United Kingdom subsidiaries. The credit facility expires and outstanding borrowings thereunder are due on October 26,
2010. The borrowings under the agreement are subject to borrowing base limitations of up to 85% of eligible accounts
receivable and up to 40% of qualified inventories. The interest on outstanding advances is payable monthly, at the
Company’s option, at the agent bank’s base rate (at December 31, 2006) plus 0.25% or the bank's daily LIBOR rate (at
December 31, 2006) plus 1.25% to 2.25%. The undrawn availability under the facility may not be less than $15 million until
the last day of any month in which the availability net of outstanding borrowings is at least $70 million. The facility also
calls for a commitment fee payable quarterly in arrears of 0.375% of the average daily unused portions of the facility.
The revolving credit agreement requires that a minimum level of availability be maintained. If such availability is not
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
FOR THE YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004

maintained, the Company will be required to maintain a fixed charge coverage ratio (as defined). The agreement contains
certain other covenants, including restrictions on capital expenditures and payments of dividends. We were in compliance
with all of the covenants as of December 31, 2006, except for the required timely submission of certain financial statements,
for which we have obtained a waiver. The Company was not in compliance with the financial reporting requirement
regarding timely submission of the Company’s forecasted financial statements under the agreement for periods subsequent
to December 31, 2006 for which the lenders have approved a waiver. As of December 31, 2006, eligible collateral under the
agreement was $104.1 million and total availability was $83.8 million. There were outstanding advances of $9.3 million (all
in the United Kingdom) and outstanding letters of credit of $11 million.

In connecticn with the amendment to its revolving credit agreement, the Company terminated its £15,000,000 multi-
currency credit facility with a United Kingdom financial institution in October 2005. The facility was available to the
Company’s United Kingdom subsidiaries and at December 31, 2004 there were £5.3 million ($10.0 million at the December
31, 2004 exchange rate) of borrowings outstanding under this line with interest payable at a rate of 5.87%.

The Company’s Netherlands subsidiary maintains a €5 million ($6.6 million at the December 31, 2006 exchange rate) credit
facility with a local financial institution. Borrowings under the facility are secured by the subsidiary’s accounts receivable
and are subject to a borrowing base limitation of 85% of the eligible accounts, At December 31, 2006 there were €2.2
million ($3.0 million) of borrowings outstanding under the line with interest payable at a rate of 5%. At December 31, 2005
there were £3.8 million ($4.4 million) of borrowings outstanding under this line with interest payable at a rate of 5.0%. At
December 31, 2004 there were €3.5 million ($4.8 million at the December 31, 2004 exchange rate) of borrowings
outstanding under this line with interest payable at a rate of 5.0%. The facility expires in August 2007,

The weighted average interest rate on short-term borrowings was 7.8% in 2006, 6.4% in 2005, and 6.0% in 2004.

6. ACCRUED EXPENSES AND OTHER CURRENT LIABILITIES

Accrued expenses and other current liabilities consist of the following (in thousands):

2006 2005

Payroll and employee benefits $17,151 $13,262
income taxes payable 2,327 6,819
Other 56,210 42,807
375,688 362,888

7. LONG-TERM DEBT
Long-term debt consists of {in thousands):

2006 2005

Mortgage note payable (a) - $ 7,803
Term loan payable (b) - -
Capitalized equipment lease obligations 1,031 799

1,031 8,602

Less: current portion 548 574
3483 38028

{a) Morigage note payable. The Company had a ten year, $8.4 million mortgage loan on its Georgia distribution
facility, The mortgage had monthly principal and interest payments of $62,000 through May 2012, with a final
additional principal payment of $6.4 million at maturity in May 2012. The mortgage bore interest at 7.04% and
was collateralized by the underlying land and building. In March 2006, the Company sold its Georgia distribution
facility and repaid the remaining balance on the mortgage (see Note 14).

The aggregate maturities of long-term debt outstanding at December 31, 2006 are as follows (in thousands):

2007 2008 2009 2010 2011

Maturities $548 3385 $78 $10 10
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8. STOCK-BASED COMPENSATION PLANS

The Company currently has four equity compensation plans which reserve shares of common stock for issuance to key
employees, directors, consultants and advisors to the Company. The following is a description of these plans:

The 1995 Long-term Stock Incentive Plan - This plan, adopted in 1995, allowed the Company to issue qualified, non-
qualified and deferred compensation stock options, stock appreciation rights, restricted stock and restricted unit grants,
performance unit grants and other stock based awards authorized by the Compensation Committee of the Board of
Ditectors. Options issued under this plan expire ten years after the options are granted. The ability to grant new awards
under this plan ended on December 31, 2005 but awards granted prior to such date continue until their expiration. A tofal
of 1,102,955 options were outstanding under this plan as of December 31, 2006.

The 1995 Stock Option Plan for Non-Employee Directors - This plan, adopted in 1995, provides for automatic awards of
non-qualified options to ditectors of the Company who are not employees of the Company or its affiliates. All options
granted under this plan will have a ten year term from grant date and are immediately exercisable. A maximum of 100,000
shares may be granted for awards under this plan. The ability to grant new awards under this plan ended on October 12,
2006 but awards granted prior to such date continue until their expiration. A total of 39,000 options were outstanding under
this plan as of December 31, 2006.

The 1999 Long-term Stock Incentive Plan,_as amended {1999 Plan ") - This plan was adopted on October 25, 1999 with
substantially the same terms and provisions as the 1995 Long-term Stock Inceative Plan. A maximum of 5.0 million
shares may be granted under this plan. The maximum number of shares granted per type of award to any individual may
not exceed 1,500,000 in any calendar year and 3,000,000 in total. No award shall be granted under this plan after
December 31, 2009. Restricted stock grants and common stock awards reduce stock options otherwise available for future
grant. A total of 1,472,121 options and 900,000 restricted stock units were outstanding under this plan as of December 31,
2006.

The 2006 Stock Incentive Plan For Non-Employee Directors — This plan, adopted by the Company’s stockholders on
October 11, 2006, replaces the 1995 Stock Option Plan for Non-Employee Directors. The Company adopted the plan so
that it could offer directors of the Company who are not employees of the Company or of any entity in which the Company
has more than a 50% equity interest (“independent directors”) an opportunity to participate in the ownership of the
Company by receiving options to purchase shares of common stock at a price equal to the fair market value at the date of
grant of the option and restricted stock awards. Awards for a maximum of 200,000 shares may be granted under this plan.
A total of 15,000 options were outstanding under this plan as of December 31, 2006.

Shares issued under our share-based compensation plans are usually issued from shares of our common stock held in the
treasury.

Adoption of SFAS [23(R)

Effective January 1, 2006, the Company adopted the provisions of SFAS 123(R), using the modified-prospective-transition
method. Under that transition method, compensation cost recognized for the year ended December 31, 2006 includes: (a)
compensation cost for all share-based payments granted prior to, but not yet vested as of January 1, 2006, based on the
grant-date fair value estimated in accordance with the original provisions of SFAS 123, and (b) compensation cost for the
vested portion of share-based payments granted subsequent to January 1, 2006, based on the grant-date fair value estimated
in accordance with the provisions of SFAS 123(R). Results for prior periods have not been restated.

The fair value of employee share options is recognized in expense over the vesting period of the options, using the graded
attribution method. The fair value of employee share options is determined on the date of grant using the Black-Scholes
option pricing model. The Company has used historical volatility in its estimate of expected volatility. The expected life
represents the period of time (in years) for which the options granted are expected 1o be outstanding. The Company used
the simplified method for determining expected life as permitted in SEC Staff Accounting Bulletin 107 for options
qualifying for such treatment (“plain-vanilla” options) due to the limited history the Company currently has with option
exercise activity. The risk-free interest rate is based on the U.S. Treasury yield curve.

The Company receives an income tax deduction for stock options exercised by employees in the United States equal to the
excess of the market value of our commen stock on the date of exercise over the option price. Prior to the adoption of
SFAS 123(R), the income tax benefit from the exercise of stock options was presented as a component of cash flow from
operating activities, SFAS 123(R) requires the excess tax benefits (tax benefits resulting from tax deductions in excess of
compensation cost recognized) to be classified as a cash flow provided by financing activities.
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Compensation cost rtelated to non-qualified stock options recognized in operating results (selling, general and
administrative expense) was $1,756,000 for the year ended December 31, 2006. The related future income tax benefits
recognized were $599,000 for the year ended December 31, 2006.

Stock options

The following table presents the weighted-average fair value and the weighted-average assumptions used to estimate the
fair value of options granted in 2006:

2006
Fair value $5.64
Expected annual dividend yield 0%
Risk-free interest rate 4.76%
Expected volatility 78.2%
Expected life in years 6.0

The following table summarizes information for the three years ended December 31, 2006 concerning outstanding and
exercisable options:

2006 2005 2004
Weighted-Average Weighted Average Weighted Average
Shares Exercise Price Shares  Exercise Price Shares Exercise Price

Outstanding at beginning of vear ..... 2,657,419 $393 3,241,251 $3.96 2,821,302 $3.70
Granted ..o v 479,334 $£8.01 75,000 $6.25 780,267 $5.38
Exercised ..o, (480,203)  $3.33 (328,374) $2.37 (144,168) $2.28
Cancelled ..o (27,474 $12.84 (330,458) $6.35 (216,150) $6.82
Outstanding at end of year ............ 2,629,076  $4.69 2657419 $393 3,241,251  $3.96
Options exercisable at yearend ....... 1,891,426 1,891,155 1,756,517
Weighted average fair value per

option granted during the year ..., $4.24 $4.21 $1.61

We received cash from option exercises for the years ended December 31, 2006, 2005 and 2004 of $1,602,000,
$779,000 and $56,000, respectively. The federal tax benefits realized for the deductions from option exercises totaled
approximately $1,225,000, $238,000 and $181,000, respectively, for the years ended December 31, 2006, 2005 and 2004.

The following table summarizes information about options outstanding at December 31, 2006:

Weighted Weighted Average Aggregate

Number Average Remaining Intrinsic
QOutstanding Exercise Contractual Life Value (in
Range of Exercise Prices At 12/31/06 Price thousands)
$ 1.76 08 5.00 1,176,935 $2.10 5.56 18,063
$ 501 to 3$1500 1,400,316 $6.45 7.26 15,441
$1501 to $18.41 51.825 $15.72 7.81 60

$§ 176 to $1841 2,629,076 34.69 6.51 333,564
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The following table summarizes information about options vested and exercisable at December 31, 2006:

Weighted Weighted Average Agprepate

Number Average Remaining Intrinsic

Exercisable Exercise Contractual Life Value (in

Range of Exercise Prices At 12/31/06 Price thousands)
$ 1.76 to3 5.00 1,016,935 $2.15 547 15,557
§ 501 to $15.00 847,666 $6.36 6.37 9,435

$1501 to $1841 26,823 $16.36 597

$ 1.76 to $184] 1,891 426 $4.24 5.88 524,992

The following table summarizes information about options vested and exercisable or nonvested that are expected to vest
(nonvested outstanding less expected forfeitures) at December 31, 2006:

Weighted Weighted Average Agprepate

Number Average Remaining Intrinsic

Exercisable Exercise Contractual Life Value (in

Range of Exercise Prices At 12/31/06 Price thousands)
$ 1.76 tw§ 5.00 1,176,935 $2.10 5.56 $18,063
$ 501 to $1500 1,383,616 $6.45 7.26 15,238
$1501 to $184] 51,825 £15.72 7.81 60
$ 1.76 to $1841 2,612,376 $4.69 6.51 $33,361

The aggregate intrinsic value in the tables above represents the total pretax intrinsic value (the difference between the
closing stock price on the last day of trading in the year December 31, 2006 and the exercise price) that would have been
received by the option holders had all options been exercised on December 31, 2006. This value will change based on the
fair market value of the Company’s common stock.

The total intrinsic value of options exercised in 2006 was $3,501,000. Total intrinsic value for options exercised in 20035
and 2004 was $679,000 and $516,000, respectively.
The following table reflects the activity for all unvested stock options during the year ended December 31, 2006:

Weighted Average

For Shares Grant-Date Fair Value
Unvested at January 1, 2006 840,189 $1.84
Granted 479,334 $5.64
Vested (577,875) $2.60
Forfeited (3.998) $2.25
Unvested at December 31, 2006 137,650 3.7

At December 31, 2006, there was approximately $1,600,000 of unrecognized compensation costs related to unvested stock
options, which is expected to be recognized over a weighted average period of 1.6 years. The total fair value of stock
options vested during the year ended December 31, 2006 was approximately $1,502,000. The total fair value of options
vested during the years ended December 31, 2005 and 2004 was $761,000 and $334,000, respectively.

Restricted Stock and Restricted Stock Units

In October 2004, the Company granted 1,000,000 restricted stock units under the 1999 Plan to a key employee who is also
a Company director. A testricted stock unit represents the right to receive a share of the Company’s common stock. The
restricted stock units have none of the rights as other shares of common stock until common stock is distributed, other than
rights to cash dividends. The restricted stock unit award was a non-performance award which vests at the rate of 20% on
May 31, 2005 and 10% per year on April 1, 2006 and each year thereafter. The share-based expense for restricted stock
awards was determined based on the market price of the Company’s stock at the date of the award. Compensation expense
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related to the restricted stock award was approximately $574,000 for the year ended December 31, 2006, $1,005,000 in
2005 and $574,000 in 2004,

Under the provisions of SFAS 123(R), the balance sheet recognition of unearned compensation is no longer allowed. As of
January 1, 2006, the balance of Unearned Restricted Stock Compensation was reversed into Additional Paid-in Capital on
the Company’s balance sheet. As of December 31, 2006, there was unrecognized stock-based compensation of $3.6 million
related to the restricted stock award, which is expected to be recognized over a weighted-average period of 6.0 years.

The impact of SFAS 123 (R) with respect to stock options for the year ended December 31, 2006 was as follows (in
thousands except per share amounts):

2006
Stock based compensation expense $1,756
Tax effect on share based compensation 599
Net effect on net income $.1,157
Tax effect on cash flows from financing activities $£ 1,030
Effect on net income per common share, basic 5.03
Effect on net income per common share, diluted 3.03

Prior to the Adoption of SFAS 123(R)

Prior to 2006, the Company elected to follow the accounting provisions of APB Opinion 25 for stock-based compensation
and to provide the pro forma disclosures required under SFAS 148, “Accounting for Stock-Based Compensation —
Transition and Disclosure.” Accordingly, the Company did not recognize compensation expense for stock optien grants
made at an exercise price equal to or in excess of the market value of the underlying stock on the date of grant for periods
prior to January 1, 2006. The following table illustrates the effect on net income per share had compensation costs of the
plans been determined under a fair value alternative method as stated in SFAS 123, “Accounting for Stock-Based
Compensation” (in theusands, except per share data):

2005 2004

Net income - as reported $11,441 $10,188
Add: Stock-based employee compensation expense included in

reported net income, net of related tax effects 647 886
Deduct: Stock-based employee compensation expense

determined under fair value based method, net of related tax

effects _915 1,295
Pro forma net income $11,173 $9,779
Basic net income per common share:
Net income — as reported $33 3.30
Net income — pro forma $32 3.28
Diluted net income per common share:
Net income - as reported $.31 5.29
Net income — pro forma 831 3.28

The fair value of options granted was estimated on the date of grant using the Black-Scholes option-pricing mode] with the
following assumptions:

2005 2004
Expected dividend yield 0% 0%
Risk-free interest rate 4.5% 5.5%
Expected volatility 79.0% 46.0%
Expected life in years 5.20 2.36

The weighted average remaining contractual life of the stock options outstanding was 6.7 years at December 31, 2005 and
7.4 years at December 31, 2004,

51




SYSTEMAX INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
FOR THE YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004

RESTRUCTURING AND OTHER CHARGES

The Company periodically assesses its operations to ensure that they are efficient, aligned with market conditions and
responsive to customer needs. During the years ended December 31, 2005, and 2004, management approved and
implemented restructuring actions which included workforce reductions and facility consolidations. The following table
summarizes the amounts recognized by the Company as restructuring and other charges for the periods presented (in
thousands):

Years ended December 31, 2005 2004
2004 United States streamlining plan $- $3,743
2003 United States warchouse consolidation plan 122 642
2002 United Kingdom consolidation plan 93) 467
Litigation settlements (recoveries) 300

Other severance and exit costs 3,822 2.504
Total restructuring and other charges 34,151 $7,356

2004 United States Streamlining Plan

In the first quarter of 2004, the Company implemented a plan to streamline the back office and warehousing operations in its
United States computer businesses. The Company recorded $3.8 million of costs related to this plan, including $3.2 million
for severance and benefits for approximately 200 terminated employees and $483,000 of non-cash costs for impairment of
the carrying value of fixed assets.

2003 United States Warehouse Consolidation Plan

In the fourth quarter of 2003, the Company implemented a plan to consolidate the warehousing facilities in its United States
computer supplies business. The Company recorded $122,000 of additional severance costs in 2005 and $642,000 of
additional exit costs in 2004 related to this plan.

2002 United Kingdom Conselidation Plan
In 2002 the Company implemented a restructuring plan to consolidate the activities of three United Kingdom locations into

a new facility constructed for the Company. During the year ended December 31, 2004, the Company recorded $467,000 of
additional exit costs related to this plan.

Litigation Settlements
In May 2006, the Company entered into a stipulation of settlement with all of the plaintiffs who had filed derivative

complaints in 2005 alleging misconduct in connection with the Company’s restatement of its 2004 financial results (see
Note 11).

Qther Severance and Exit Costs

The Company recorded restructuring costs of $3.8 million during 2005 and $2.5 millien during 2004 in Europe in connection
with workforce reductions and facility exit costs. In 2005, these costs were comprised of employee severance costs. In 2004,
these costs were comprised of $1.8 million of employee severance costs and $0.7 million of other exit costs, primarily asset
write-downs.

The following table summarizes the components of the accrued restructuring charges and the movements within these
components during the years ended December 31, 2006 and 2005 (in thousands). The balance of the restructuring reserves is
included in the Consolidated Balance Sheets within accrued expenses and other current liabilities.

Severance and Other
Personnel Costs Exit Costs Total
Balance as of January 1, 2005 $633 $1.396 $2,029
Charged to expense in 2005 3,945 (93) 3,852
Amounts utilized 4325 (1.038) (5,.363)

Balance at December 31, 2005 253 265 518
Amounts utilized (253) (176) (429)
Balance at December 31, 2006 39 £89 §89
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10. INCOME TAXES

The components of income (loss) before income taxes are as follows (in thousands}):

Years Ended December 31 2006 2005 2004
United States $53,587 $38,912 $33,268
Foreign $16.108 (6,038) (16,712)
Total $69.695 $32,874 516,556

The provision (benefit) for income taxes consists of the following (in thousands):

Years Ended December 31 2006 2005 2004
Current:
Federal $15,437 $10,499 $8,622
State 3,179 3,146 565
Foreign 3.678 1,560 (442)
Total current 22,294 15,205 8.745
Deferred:
Federal 1,235 (265) 725
State 511 (490) (899}
Foreign 508 6,983 (2,203)
Total deferred 2,254 6,228 (2377
TOTAL £24,548 $21.433 $6,368

Income taxes are accrued and paid by each foreign entity in accordance with applicable local regulations.

A reconciliation of the difference between the income tax expense (benefit) and the computed income tax expense based on
the Federal statutory corporate rate is as follows (in thousands):

Years Ended December 31 2006 2005 2004
Income tax at Federal statutory rate $24,407 $11,506 $5,795
State and local income taxes (benefits) and changes in
valuation allowances, net of federal tax benefit 2,577 1,311 (172)
Foreign taxes at rates different from the U.S. rate 1,199 1,703 2,375
Changes in valuation allowances for foreign deferred
tax assets (2,260) 10,194 -
Tax credits (718) (197} (599)
Adjustment for prior year taxes (760) (3,205) (588)
Other items, net 103 121 {443)
$24,508 $21,433 56,368
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The deferred tax assets (liabilities) are comprised of the following (in thousands):

2006 2005
Current:

Deductible assets $(876) $(1,197)
Accrued expenses and other liabilities 8,063 9,875
Inventory 1,596 1,201
Other (318) (125)
Valuation allowances (738) (527
Total current 1727 9,227

Non-current:
Net operating loss and credit carryforwards 15,881 14,543
Foreign currency translation adjustments - (511)
Accelerated depreciation 3,520 3,059
Intangible and other assets 8,453 10,031
Other 3,328 1,757
Valuation allowances (17.141) (14.779}
Total non-current 14.041 14,100
TOTAL $21,768 $23,327

The Company has not provided for federal income taxes applicable to the undistributed earnings of its foreign subsidiaries
of approximately $21.8 million as of December 31, 20086, since these earnings are indefinitely reinvested. The Company has
foreign net operating loss carryforwards which expire from 2006 through 2020 except for carryforwards in the United
Kingdom and the Netherlands, which have no expiration. The Company records these benefits as assets to the extent that
utilization of such assets is more likely than not; otherwise, a valuation allowance has been recorded. The Company has
also provided valuation allowances for certain state deferred tax assets and net operating loss carryforwards where it is not
likely they will be realized.

In the fourth quarter of 2005, the Company recorded a valuation allowance of $10.2 million related to carryforward losses
and deferred tax assets in the United Kingdom. The Company’s United Kingdom subsidiary had recorded losses and has
been affected by restructuring activities in recent years. These losses and the loss incurred for the year ended December 31,
2005 represented evidence for management to estimate that a full valuation allowance for the net deferred tax assets was
necessary. In the fourth quarter of 2005, the Company also recorded an income tax benefit of $2.7 million as a result of a
favarable decision received in connection with a petition submitted in connection with audit assessments made in 2002 and
2004 in a foreign jurisdiction.

As of December 31, 2006, the valuation allowances of $17.9 million included $11.4 million related to net operating loss
carryforwards and $3.2 million for other deductible temporary differences in foreign jurisdictions, $3.0 million for state net
operating loss camryforwards and $0.3 million for other state deductible temporary differences. During the year ended
December 31, 2006, valuation allowances increased $2.6 million as a result of additional losses incurred in certain siate
jurisdictions and adjustments of prior years allowances in foreign jurisdictions. Valuation allowances decreased $2.3 million
in 2006 for carryforward losses utilized for which valuation allowances had been previously provided. As of December 31,
2005, the valuation allowances of $15.3 million included $11.1 million related to net operating loss carryforwards and 52.3
million for other deductible temporary differences in foreign jurisdictions and $1.5 million for state net operating loss
carryforwards and $0.4 million for other state deductible temporary differences. During the year ended December 31, 2005,
valuation allowances increased $5.6 million as a result of additional losses incurred in foreign and state jurisdictions, net of
reductions resulting from changes in deferred tax assets due to changes in tax laws. Valuation allowances decreased
$1,301,000 in 2005 for carryforward losses utilized for which valuation allowances had been previously provided.

The Company is routinely audited by federal, state and foreign tax authorities with respect to its income taxes. The
Company regularly reviews and evaluates the likelihood of audit assessments and believes it has adequately accrued for
exposures for tax liabilities resulting from future tax audits. To the extent the Company would be required to pay amounts in
excess of reserves or prevail on matters for which accruals have been established, the Company’s effective tax rate in a
given period may be materially impacted. The Company’s federal income tax returns for fiscal years 2000 through 2004 are
currently being audited by the Internal Revenue Service. Although proposed adjustments have not been received for these
years and the outcome of in-progress tax audits is always uncertain, management believes the ultimate outcome of the audit
will not have a material adverse impact on the Company’s consolidated financial statements.
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COMMITMENTS, CONTINGENCIES AND OTHER MATTERS

Leases - The Company is obligated under operating lease agreements for the rental of certain office and warchouse facilities
and equipment which expire at various dates through September 2026. The Company currently leases one facility in New
York from an entity owned by the Company’s three principal shareholders and senior executive officers (see Note 4). The
Company also acquires certain computer and communications equipment pursuant to capital lease obligations.

At December 31, 2006, the future minimum annual lease payments for capital leases and related and third-party operating
leases were as follows (in thousands):
Third Party Related Party

Capital Operating Operating

Leases Leases Lease Total
2007 $573 $11,083 $s612 $12,268
2008 402 10,369 10,771
2009 81 9,871 9,952
2010 11 7,662 7,673
2011 10 6,473 6,483
2012-2016 24,635 24,635
2017-2021 18,808 18,808
Thereafter _ 8.807 8,807
Total minimum lease payments 1,077 97,708 612 99,197
Less: sublease rental income - 2,605 2,605
Lease obligation net of subleases 1,077 $95,103 3612 £96,792
Less amount representing interest _ 46
Present value of minimum capital lease

payments (including current portion of $548) 31,031

Annual rent expense aggregated approximately $13,198,000, including $612,000 to related parties, for 2006, $10,272,000,
including $612,000 to related parties, for 2005 and $7,887,000, including $612,000 to related parties, for 2004. Rent
expense for 2006 is net of sublease income of $937,000.

Litigation — Beginning on May 24, 2005, three shareholder derivative lawsuits were filed, one in the United States District
Court for the Eastern District of New York and two in the Supreme Court of New York, County of Nassau, against various
officers and directors of the Company and naming the Company as a nominal defendant in connection with the Company’s
restatements of its fiscal year 2003 and 2004 financial statements. The defendants and the Company denied all of the
allegations of wrongdoing contained in the complaints, On May 16, 2006, the parties entered into a stipulation of settlement
of this case. By order dated July 6, 2006 the United States District Court for the Eastern District of New York approved the
settlement and dismissed the federal complaint with prejudice. Pursuant to the settlement the defendants are released from
liabitity and the Company adopted certain corporate governance principles including the appointment of a lead independent
director to, among other things, assist the Board of Directors in assuring compliance with and implementation of the
Company's corporate governance policies and paid $300,000 of the legal fees of the plaintiffs. The State court actions were
dismissed.

The Company has alse been named as a defendant in other lawsuits in the normal course of its business, including those
involving commercial, tax, employment and intellectual property related claims. Based on discussions with legal counsel,
management believes the ultimate resolution of these lawsuits will not have a material effect on the Company’s
consolidated financial statements.

Contingency - The Company is required to collect sales tax on certain of its sales. In accordance with current laws,
approximately 17.9% of the Company's 2006 domestic sales, 17% of the Company’s 2005 domestic sales and 17% of the
2004 domestic sales were subject to sales tax. Changes in law could require the Company to collect sales tax in additional
states and subject the Company to liabilities related to past sales.

Employee Benefit Plans - The Company’s U.S. subsidiaries participate in a defined contribution 401(k) plan covering
substantially all U.S. employees. Employees may invest a percentage of their eligible compensatien, limited to maximum
amounts as determined by the Internal Revenue Service. The Company provides a matching contribution to the plan,
determined as a percentage of the employees’ contributions. Aggregate expense to the Company for contributions to such
plans was approximately $514,000 in 2006, $455,000 in 2005 and $436,000 in 2004.
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Foreipn Exchange Risk Management - The Company has no involvement with derivative financial instruments and does not
use them for trading purposes. The Company may enter into foreign currency options or forward exchange contracts to
hedge certain foreign currency transactions. The intent of this practice would be to minimize the impact of foreign
exchange rate movements on the Company’s operating results. As of December 31, 2006, the Company had no outstanding
forward exchange contracts. :

Fair Value of Financial Instruments - Financial instruments consist primarily of investments in cash and cash equivalents,
trade accounts receivable, accounts payable and debt obligations. The Company estimates the fair value of financial
instruments based on interest rates available to the Company and by comparison to quoted market prices. At December 31,
2006, 2005 and 2004, the carrying amounts of cash and cash equivalents, accounts receivable, income taxes receivable and
payable and accounts payable are considered to be representative of their respective fair values due to their short-term
nature. The carrying amounts of the notes payable to banks and the term loan payable are considered to be representative of
their respective fair values as their interest rates are based on market rates. The estimated fair value of the Company’s
mortgage loan payable was $8.8 million at December 31, 2005,

Concentration of Credit Risk — Financial instruments that potentially subject the Company to concentrations of credit risk
consist of cash, cash equivalents and accounts receivable. The Company’s excess cash balances are invested with high
credit quality issuers. Concentrations of credit risk with respect to accounts receivable are limited due to the large number
of customers and their geographic dispersion comprising the Company’s customer base. The Company also performs on-
going credit evaluations and maintains allowances for potential losses as warranted.

SEGMENT AND RELATED INFORMATION

The Company operates in one primary business as a reseller of business products to commercial and consumer users. The
Company operates and is internally managed in three operating segments, Technology Products, Industrial Products and
Hosted Software. The Company’s chief operating decision-maker is the Company’s Chief Executive Officer, The Company
evaluates segment performance based on income from operations before net interest, foreign exchange gains and losses,
restructuring and other charges and income taxes. Corporate costs not identified with the disclosed segments and
restructuring and other charges are grouped as “Corporate and other expenses.” The chief operating decision-maker reviews
assets and makes significant capital expenditure decisions for the Company on a consolidated basis only. The accounting
policies of the segments are the same as those of the Company described in Note .

Financial infermation relating to the Company’s operations by reportable segment was as follows (in thousands):

Year Ended December 31
2006 2005 2004+

Net Sales:
Technology Products $2,148,104 $1,940,902 $1,776,444
Industrial products 196,860 174,616 151,630
Hosted Software 201 - 73

Consolidated 52,345,165 $2,115518 $1.928,147
Depreciation Expense:
Technology Products $6,395 $7,341 $9,081
Industrial products 1,040 1,995 1,789
Hosted Software 683 403 178
Corporate 67 _255 _266

Consolidated $8,185 $9.994 $11,314
Income (Loss) from Operations:
Technology Products $59,374 $41,521 $16,873
Industrial products 13,957 7,591 10,782
Hosted Software (9,600} (6,803) (4,954)
Corporate and other expenses (1,827} (7,500) (3.702)

Consolidated $61,904 $34,809 518,999
Total Assets
Technology Products $230,512 $172,534
Industrial products 59,239 51,031
Hosted Software 3,068 1,819
Corporate and other 291,342 279,160

Consolidated 584,161 $504,544
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Financial information relating to the Company’s operations by geographic area was as follows (in thousands):

Year Ended December 31,

2006 2005 2004*
Net Sales:
United States:
Industrial products $196,860 $174,616 $151,630
Technology Products 1,268,780 1,147,230 1,041,118
United States total 1,465,640 1,321,846 1,162,748
Other North America 135,619 99,035 69,704
Europe 743,906 694,637 695,695
Consolidated 2,345,165 $2,115,518 $1,928,147
Dec 31, 2006 Dec 31, 2005
Long-lived Assets:
North America — principally United States $21,347 $31,435
Eurcpe 27,239 25,824
Consolidated $48,586 $51,259

Net sales are attributed to countries based on location of selling subsidiary.
* As previously restated — see Note 2.

13. SUBSEQUENT EVENTS
On March 14, 2007, the Company’s Board of Directors declared a special dividend of $1.00 per share payable on April 12,

2007 to shareholders of record on April 2, 2007. The Company expects to use approximately $35.8 million in cash to satisfy
this dividend obligation.

14. QUARTERLY FINANCIAL DATA (UNAUDITED}

Quarterly financial data is as follows (in thousands, except for per share amounts):

First Quarter Second Quarter  Third Quarter  Fourth Quarter

2006:
Net sales $574,908 $547,242 $575,041 $647.974
Gross profit 390,763 377370 $91,514 $83,272
Net income $17,557 £7,106 $12,541 $8,033
Net income per common share:

Basic $£.51 $.20 $.36 $23

Diluted $.48 §.19 $.33 522
2005:
Net sales $537,908 $£506,142 $488,502 $582,966
Gross profit $79,775 §71,365 $70,480 $85,667
Net income $2,638 $1,522 $3,875 $3,406
Net income per common share:

Basic $.08 $.04 $.11 5.10

Diluted $.07 5.04 $.11 5.09
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SYSTEMAX INC.
SCHEDULE II - VALUATION AND QUALIFYING ACCOUNTS

For the years ended December 31:

(in thousands)
Balance at
Beginning of Charged to Balance at
Description Period Expenses Write-offs Other End of Period
Allowance for sales returns and doubtful accounts
2006 $12,508 $1,503 $(2,641) $11,370
2005 $11,318 $7.316 3(6,126) $12,508
2004 $10,000 $5,079 $(3,761) $11,318
Allowance for deferred tax assets
2006
Current $527 $136 375 $738
Noncurrent (1) $14,779 $2,743 $(2,260) $1,879 $17,141
2005
Current $413 $114 $527
Noncurrent $10,643 $5,828 $(1,301) $(391) $14,779
2004
Current $698 $(285) $413
Noncurrent $12,953 $1,147 $(3,683) $226 $10,643

(1) Charges to expense are net of reductions resulting from changes in deferred tax assets due to changes in tax laws.
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Amendment No. 1 dated January 17, 2007, to Employment
Agreement dated as December 12, 1997 between the Company and
Stephen M. Goldschein.
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Subsidiaries of the Registrant

Consent of experts and counsel: Consent of Independent Registered
Public Accountants

Certification of the Chief Executive Officer pursuant to Section 302
of the Sarbanes-Oxley Act of 2002

Certification of the Chief Financial Officer pursuant to Section 302
of the Sarbanes-Oxley Act of 2002

Certification of the Chief Executive Officer pursuant to Section 906
of the Sarbanes-Oxley Act of 2002

Certification of the Chief Financial Officer pursuant to Section 906
of the Sarbanes-Oxley Act of 2002
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Exhibit 31.1

CERTIFICATION UNDER SECTION 302 OF THE
SARBANES-OXLEY ACT OF 2002

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
I, Richard Leeds, Chief Executive Officer of Systemax Inc., certify that:

1. I have reviewed this annual report on Form 10-K of Systemax Inc. (the "registrant”);

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this annual
report;

3, Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this annual report;

4. The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant
and (except as disclosed in Item 9A of this annual report on Form 10-K) we have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to reasonably ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within these entities,
particularly during the period in which this annual report is being prepared,

b) evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of
the period covered by this report based on such evaluation; and

¢) disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s fourth fiscal quarter that has materially affected, or is reasonably likely to
materially affect, the registrant’s control over financial reporting.

5. The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant's auditors and the audit committee of the
registrant's board of directors:

a) all significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting known to me which are reasonably likely to adversely affect the registrant's ability to
record, process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant's internal controls over financial reporting.

Date: March 30, 2007

/s/ RICHARD LEEDS
Richard Leeds, Chief Executive Officer
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Exhibit 31.2

CERTIFICATION UNDER SECTION 302 OF THE

SARBANES-OXLEY ACT OF 2002
CERTIFICATION OF CHIEF FINANCIAL OFFICER
I, Lawrence P. Reinhold, Chief Financial Officer of Systemax Inc., certify that:

1. I have reviewed this annual report on Form 10-K of Systemax Inc. (the "registrant");

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this annual
report;

3. Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this annual report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant
and (except as disclosed in Item 9A of this annual report on Form 10-K) we have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to reasonably ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within these entities,
particularly during the period in which this annual report is being prepared;

b) evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of
the period covered by this report based on such evaluation; and

¢) disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s fourth fiscal quarter that has materially affected, or is reasonably likely to
materially affect, the registrant’s control over financial reporting.

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant's auditors and the audit committee of the
registrant's board of directors:

a) all significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting known to me which are reasonably likely to adversely affect the registrant's ability to
record, process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant's internal controls over financial reporting.

Date: March 30, 2007

fs/ LAWRENCE P. REINHOLD
Lawrence Reinhold, Chief Financial Officer
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Exhibit 32.1

CERTIFICATION UNDER SECTION 906 OF THE
SARBANES-OXLEY ACT OF 2002

The undersigned, the Chief Executive Officer of Systemax Inc., hereby certifies that to the best
of his knowledge Systemax Inc.’s Form 10-K for the Year Ended December 31, 2005 fully
complies with the requirements of Section 13(a) or Section 15(d) of the Securities Exchange Act
of 1934 (15 U.S.C. 78m or 78 (0){d)) and that the information contained in such Form 10-K
fairly presents, in all material respects, the financial condition and results of operations of
Systemax Inc.

Dated: March 30, 2007

/s/ RICHARD LEEDS

Richard Leeds, Chief Executive Officer

Exhibit 32.2

CERTIFICATION UNDER SECTION 906 OF THE
SARBANES-OXLEY ACT OF 2002

The undersigned, the Chief Financial Officer of Systemax Inc., hereby certifies that to the best of
his knowledge Systemax Inc.’s Form 10-K for the Year Ended December 31, 2005 fully
complies with the requirements of Section 13(a) or Section 15(d) of the Securities Exchange Act
of 1934 (15 U.S.C. 78m or 78 (0)(d)) and that the information contained in such Form 10-K
fairly presents, in all material respects, the financial condition and results of operations of
Systemax Inc.

Dated; March 30, 2007

/s/ LAWRENCE P. REINHOLD

Lawrence P. Reinhold, Chief Financial Officer
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ANNUAL MEETING OF SHAREHOLDERS:
The 2007 Annual Meeting will be held on
Thursday, June 7, 2007 at 2:00 p.m. at
Systemax Inc.

11 Harbor Park Drive

Port Washington, NY 11050

TO RECEIVE ADDITIONAL INFORMATION ON THE COMPANY
PLEASE SEND A WRITTEN REQUEST TO:

INVESTOR RELATIONS

Systemax Inc.

11 Harbor Park Drive

Port Washington, NY 11050
516-608-7000 ext, 7181

Email: investinfo@systemax.com
Web Site: hitp.//www.systemax.com

STOCK EXCHANGE:
The Company's shares are traded on the
New York Stock Exchange under the symbol SYX.

INDEPENDENT AUDITORS:
ERNST & YOUNG LLP

New York, NY

DIRECTORS
Richard Leeds
Chairman andg Chief Executive Officer

Ratbert Leeds
Vice Chairman

Bruce Leeds
Vice Chairman

Stacy §. Dick
Managing Director,
Reothschild, Inc.

Robert Rosenthal
Chairman and Chief Executive Ofticer,
First Long Island Investors

Ann R. Leven
Former Treasurer and Chief Fiscal OHicer
of the Natianal Gallery of Art

Gilbert Fiorentino
Chief Executive Officer, TigerDirect, Ine.

CORPORATE EXECUTIVE OFFICERS
Richard Leeds

Chairman and Chief Executive Officer
Robert Leeds

Vice Chairman

Bruce Leeds

Vice Chairman

Lawrence P. Reinhold
Executive Vice President and
Chief Financial Otficer

Thomas Axmacher
Vice President and Controlier

Curt 8. Rush
General Counsel and Secretary

SEGMENT EXECUTIVE MANAGEMENT
Richard Leeds

Industrial Produsis

Gilbert Fiarenting

Technology Praducts

Mathew Ehrlich
ProfitCenter Software

Systemax inc. Corporate Headguarters

11 Harbor Park Brive, Port Washington, NY 11050

Industrial Products Headquarters
Global Equipment Company Inc.

11 Harhor Park Drive, Port Washington, NY 11050

Technology Products Headquarters

TigerDirect, Inc.
7795 West Flagler Street, Miami, FL 33144

ProtitCenter Software Inc.
50 Charles Lindbergh Boulevard, Uniondale, NY 11




ANNUAL MEETING OF STOCKHOLDERS OF

SYSTEMAX INC.

June 7, 2007

Please date, sign and mail
your proxy card in the
envelope provided as soon
as possible.

+ Please detach along perforated line and mail in the envelope provided.*

B <0730000000000000000 5 gR0O7a7?

PLEASE SIGN, DATE AND RETURN PROMPTLY [N THE ENCLOSED ENVELOPE. PLEASE MARK YOUR VOTE IN BLUE OR BLACK INK AS SHOWN HERE E

FOR AGAINST ABSTAIN

1. Election of Directors: 2. To consider and vote upon a proposal to ratify the appointment D D D

NOMINEES: of E[nst & Young LLP as the Company's independent registered
D FORALL NOMINEES O Richard Leeds public accountants for fiscal 2007.
O Bruce Leeds

O, § fiee,, T S ey st e v ey
O Robort Rosenthal adjoumments or postponements thereol.
FOR ALL EXCEPT O Stacy S. Dick

(Gee % > Ann R. Leven

INSTRUCTION: Yo vote against any individual nominea(s), mark “FOR ALL EXCEPT™ and fiii in the
circle naxt to each nomines you wish to vote against, as shown here: @

To change the address on your account, please chack the box at right and
indlcate your new address in the address space above. Please note that |:|
changes to the registered name(s) on the account may not be submitted via

this method.

Signature of Stockholder Date: I ]Slgna.tur of Stockholder |Data: |

Note: Please sign exactly as your name or names appear on thig Proxy, When shares are held jointly, aach holder should sign. When signing as executor, administrator, atomay, trustes or guardian, please give full
titta a8 such. ¥ tha sigrer [$ & corporation, please sign full corperate name by duly authorized officer, giving full title as such. If signér Is a partnership, please sign in partnership name by authorized persen.




SYSTEMAX INC.
PROXY
This Proxy is Solicited on Behalf of the Board of Directors

The undersigned hereby appoints Curt Rush and Thomas Axmacher, and each of them, with power of substitution,
attorneys and proxies to represent and vote all shares of Common Stock of Systemax Inc. (the “Company”) which
the undersigned is entitled to vote at the Annual Meeting of Stockholders of Systemax Inc. to be held on
June 7, 2007, at 2:00 p.m., local time, and at any adjournment or postponements thereof.

Under the Company’s By-Laws, business transacted at the Annual Meeting of Stockholders is confined to the
purposes stated in the Notice of the Meeting. This proxy will, however, convey discretionary authority to the
persons named herein as proxies to vote on matters incident to the conduct of the Meeting.

This proxy when properly executed will be voted in the manner directed herein by the undersigned
stockholder. If no direction is made, this proxy will be voted FOR the election of all the nominees and
FOR proposal 2.

(Continued and to be signed on the reverse side)

| ILLYEN |
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Financial Summary
(In millions except Basic Net Income (Loss) Per Share)
2006 2005 2004 2003 2002
Net Sales $23452  $2,1155 $1,928.1 $1,655.7 $1,551.9
Income (Loss) from Operations Before
Restructuring and Other Charges $ 619 §$ 348 $ 190 $ 92 §$ (7.0)
Cumulative Effect of Change In Accounting
Principle, Net of Tax — — — —_ $ (51.0)
Net Income (Loss) $ 451 § 114 $ 102 $ 32 § (584)
Diluted Net Income (Loss) Per Share $ 122 § 31 § 29 $ 09 $ (17D

Forward-Looking Statements: Cenain statements in this Annual Report constitute “forward-looking statements™ within the meaning of the Private
Securities Litigation Reform Act of 1995. Such forward-looking statements include known and unknown risks, uncertainties and other factors as set forth
within the Form 10K forming a part of this decument.
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